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e SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 10-Q 

(Mark One) 

(X) QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended September 30, 2001 
_ - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - _ - - - - - _ _ - - - - - - -  

OR e 
( ) TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 

e 
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EDGAR ONLINE SEC Filing 
0 

(Former name, former address and former fiscal year, if changed since 
last report) 

Indicate by check mark whether the registrant (1) has filed all reports 
0 required to be filed by Section 1 3  or 15(d) of the Securities Exchange Act 

of 1 9 3 4  during the preceding 1 2  months (or for such shorter period that the 
registrant was required to file such reports), and (2) has been subject to 
such filing requirements for the past 9 0  days. Yes X No 

- - - - - -  - - - - -  

At November 1, 2001, the number of shares of common stock, $ 1 . 2 5  par value, 
1 outstanding was 99 ,983 ,686  shares. 

0 
PART I FINANCIAL INFORMATION 

0 Consolidated Statements of Income and Comprehensive Income 
and of Retained Earnings (Unaudited) 

(In thousands, except per share amounts) 

0 

CONSOLIDATED INCOME AND COMPREHENSIVE INCOME 
Operating revenues 

Operating expenses 
0 Operation and maintenance 

Depreciation and amortization 
General taxes 

Total operating expenses 

Operating income 

Other income (deductions) 
0 

Interest 
Allowance for other funds used during 

Allowance for borrowed funds used 

Amortization of debt expense 
Preferred dividends of subsidiaries 
RWE/AG acquisition expense 
Gain from sale of operating system 
Other, net 

' Total other income (deductions) 

construction 

during construction 0 

I Income before income taxes 
Provision for income taxes 

Net income 
0 Dividends on preferred stocks 

Three Months Ended 
September 30 ,  

2001 - -  - - - - - -  

( 4 7  , 5 1 2 )  

1 , 0 9 8  

( 4 8 , 5 5 6  

1 , 2 4 1  

93 1 
( 6 9 1  
( 7 8 9  

- 
- 

( 4  , 052  

( 5 1 , 9 1 6  

84  , 2 1 9  
3 3 , 4 8 8  

5 0 , 7 3 1  
996  

- - -  - - - - -  

- - -  - - - - -  

- - - - - - - - 

- - - - - - - - 

Page 2 of 56 
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EDGAR ONLINE SEC Filing 
Net income to common stock 

Other comprehensive loss, net of tax 
Unrealized loss on securities 
Reclassification adjustment for gain included 

in net income 

Other comprehensive loss, net of tax 

Comprehensive income 

Average shares of basic common stock outstanding 
Basic and diluted earnings per common share on 
average shares outstanding 

CONSOLIDATED RETAINED EARNINGS 

Balance at July 1 

Add - net income 
Gain (loss) on treasury stock 

Deduct - dividends paid 
Preferred stock 
Preference stock 
Common stock - $ . 2 3 5  per share in 2001 ;  

$ . 2 2 5  per share in 2 0 0 0  

Page 3 of 56 

( 1 2 , 1 8 1 )  ( 2 3 , 8 5 6 )  

Three Months Ended 
September 3 0 ,  

2 0 0 1  2 0 0 0  
- - - - - - - - - -  - - - - - - - - - _  

9 9 , 7 2 3  9 8 , 1 3 9  

$ 1 , 0 9 6 , 2 7 1  $ 1 , 0 2 6 , 4 1 7  

3 2  882 
1 1 4  1 1 4  

Balance at September 30 

The accompanying information and notes are an integral part of these 
financial statements. 
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EDGAR ONLINE SEC Filing 

AMERICAN WATER WORKS COMPANY, INC. AND SUBSIDIARY COMPANIES 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Consolidated Statements of Income and Comprehensive Income 

(In thousands, except per share amounts) 
and of Retained Earnings (Unaudited) 

Nine Months Ended 
September 3 0 ,  

CONSOLIDATED INCOME AND COMPREHENSIVE INCOME 
Operating revenues 

Operating expenses 
Operation and maintenance 
Depreciation and amortization 
General taxes 

Total operating expenses 

Operating income 

Other income(deductions) 
Interest 
Allowance for other funds used during 

Allowance for borrowed funds used 

Amortization of debt expense 
Preferred dividends of subsidiaries 
RWE/AG acquisition expense 
Gain from sale of operating system 
Other, net 

construction 

during construction 

Total other income (deductions) 

Income before income taxes 
Provision for income taxes 

Net income 
Dividends on preferred stocks 

Net income to common stock 

Other comprehensive loss, net of tax 
Unrealized loss on securities 
Reclassification adjustment for gain included 

in net income 

Other comprehensive loss, net of tax 

Comprehensive income 

( 1 4 4 , 6 5 3 )  

3 , 3 6 4  

( 1 6 , 6 3 6 )  

$ 1 , 0 1 8 , 2 9 3  
- - - - - - - - - -  

( 1 4 3 , 0 3 0 )  

5 , 7 4 7  

( 4 7 , 0 6 2 )  

Page 4 of 56 
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e 
Nine Months Ended 

2 0 0 1  2 0 0 0  
September 30,  

- - - - - - - - - -  - - - _ _ - - - - -  

1 Average shares of basic common stock outstanding 9 9 , 2 8 7  97 1 944 
Basic and diluted earnings per common share on 
average shares outstanding $ 1 . 2 9  $ 1 . 2 2  

---------- ----_----- ---------- ---__----- 

CONSOLIDATED RETAINED EARNINGS 

. e  Balance at January 1 
Add - net income 

- gain (loss) on treasury stock 

Deduct - dividends paid 
Preferred stock 
Preference stock 
Common stock - $ . 7 0 5  per share in 2001;  

$ . 6 7 5  per share in 2 0 0 0  

0 
Balance at September 3 0  

$ 1 , 0 6 9 , 4 8 6  $ 1 , 0 0 1 , 0 2 9  
1 2 8  , 6 1 9  1 2 2 , 9 5 3  

8 0 1  ( 9 5 9 )  

9 6  2 , 6 4 6  
342 342 

The accompanying information and notes are an integral part of these 
0 financial statements. 

e 

Page 5 of 56 

AMERICAN WATER WORKS COMPANY, INC. AND SUBSIDIARY COMPANIES 
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0 

ASSETS 
Property, plant and equipment 
Utility plant - at original cost less 

Utility plant acquisition adjustments, net 
Non-utility property, net of accumulated 

Excess of cost of investments in 

0 accumulated depreciation 

depreciation 

subsidiaries over book equity at 
acquisition, net 0 

Total property, plant and equipment 

Current assets 
Cash and cash equivalents 

Allowance for uncollectible accounts 
Unbilled revenues 
Miscellaneous receivables 
Materials and supplies 
Deferred vacation pay 

Other 

Customer accounts receivable 

0 Restricted funds 

Total current assets 

Regulatory and other long-term assets 
Regulatory asset - income taxes 

Other investments 
Debt and preferred stock expense 
Deferred pension expense 
Deferred postretirement benefit expense 
Deferred business services project costs 

Restricted funds 
Other 

0 recoverable through rates 

0 Deferred tank painting costs 

Total regulatory and other long-term assets 

TOTAL ASSETS 
0 

September 30 December 31 
2001 2000 

- _ _ _ _ _ _ _ _ _ _ -  - - - - _ _ - _ - _ _  

$ 5,358,174 $ 5,202,833 
72 , 881 75,294 

47,236 37,831 

43 , 357 28,571 
103 , 975 

(3 , 316) (2,575) 
94 , 168 83,878 
12 , 911 15,117 
23 , 154 20,683 
12 , 818 10,923 

224 224 

134 , 232 

17,820 16,900 

216,376 
39,196 
46,571 
28,755 
9,521 

32 , 559 
16 , 005 
8 , 590 

88,301 

485,874 

$ 6,358,675 

- - - - - - _ _ _ _ _  

- - - - - _ - _ _ _ _  

------___-- -_--------- 

216,652 
73 , 997 
47 , 630 
23 , 479 
10,129 
4,796 

16,829 
8,343 

83,699 

485,554 

$ 6,134,798 

- - - - - - _ _ _ _ -  

- - - - - _ _ _ _ _ -  

----------- - _ _ _ _ _ _ _ _ _ _  

0 

CAPITALIZATION AND LIABILITIES 

December 31 
2000 

http://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3 1 88 I 9%2D00003 1 88 1 9.. . 311 4/02 



0 EDGA4R ONLINE SEC Filing Page 7 of 56 
Capitalization 
Common stockholders' equity 
Preferred stocks without mandatory 
redemption requirements 

Preferred stocks of subsidiaries with 
0 mandatory redemption requirements 

Preferred stocks of subsidiaries without 
mandatory redemption requirements 

Long-term debt 
American Water Works Company, Inc. 
Subsidiaries 

Total capitalization 
0 

$ 1,746,520 $ 1,669,677 

11,673 11,673 

30 , 698 32,902 

8,118 8,118 

147,000 
2,234 , 916 

4,178,925 
- - - - - - - - - - -  

159,000 
2 , 112 , 165 

- - - - - - - - - - -  
3,993 , 535 

- - - - - - - - - - -  
Current liabilities 
Short-term debt 
Current portion of long-term debt 
Accounts payable 
Taxes accrued, including federal income 
Interest accrued 
Accrued vacation pay 
Other 

447 , 556 
79,661 
46,344 
86,402 
49,153 
13 , 060 
66,758 

412,179 
161,395 
52 , 447 
25,960 
42 , 641 
11 , 564 
67 , 865 

774,051 
- - - - - - _ _ _ _ _  

- - - - - - - - - - -  
Total current liabilities 

Regulatory and other long-term liabilities 
0 

Advances for construction 
Deferred income taxes 
Deferred investment tax credits 
Accrued pension expense 
Accrued postretirement benefit expense 
Other 

788,934 

224,741 
603,051 
38,889 
61,231 
13,394 
37,263 

- - - - - - - - - - -  

216,125 
605,343 
40,098 
50,414 
13,930 
37 , 823 

Total regulatory and other' long-term 
liabilities 

Contributions in aid of construction 

Commitments and contingencies 
0 

TOTAL CAPITALIZATION AND LIABILITIES 

The accompanying information and notes are an integral part of these 
financial statements. 

0 

AMERICAN WATER WORKS COMPANY, INC. AND SUBSIDIARY COMPANIES 

0 
Consolidated Statement of Cash Flows (Unaudited) 

(In thousands) 
1 

Nine Months Ended 
September 30, 

2001 2000 
- - - - - - - - - - - - - - - - 0 
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EDGAR ONLINE SEC Filing 
CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 
Adjustments 

Depreciation and amortization 
Provision for deferred income taxes 
Provision for losses on accounts receivable 
Allowance for other funds used during 

Gain from sale of telecommunications 

Gain from sale of operating system 
Employee benefit expenses greater 

Employee stock plan expenses 
Deferred business services project expenses 
Deferred tank painting costs 
Deferred rate case expense 
Amortization of deferred charges 
Other, net 
Changes in assets and liabilities, net 

construction 

company investments 

than funding 

Accounts receivable 
Unbilled revenues 
Other current assets 
Accounts payable 
Taxes accrued, including federal income 
Interest accrued 
Other current liabilities 

Net cash from operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES 
Construction expenditures 
Allowance for other funds used during 

Acquisitions 
Proceeds from the disposition of property, 

Removal costs from property, plant and 

Restricted funds 

construction 

plant and equipment 

equipment retirements 

Net cash used in investing activities 

Nine Months Ended 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from long-term debt 
Proceeds from common stock 

$128,619 

136,248 
10,148 
7,266 

525 
3,745 

(27,763) 
(2,184) 
(2,095) 

12,332 
(2,683) 

(251,225) 

3,364 
(55,859) 

19,359 

$122 , 953 

122 , 061 
13,757 
6,334 

(5,747) 

- 
- 

4,946 
(2) - 

(1,591) 
(1,322) 
8,266 
(7 I 047) 

(29,458 

(4 , 226 
(26,480 
21,206 
4,679 

(19,778) 

201,062 

(7,489 

- - - - - - - - 

- - - - - - - - 

(253,011) 

5,747 
(48,951) 

2,342 

(285,833) 

$148,321 $ 46,014 
34,736 25,455 

Page 8 of 56 
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EDGAR ONLINE SEC Filing 
Purchase of common stock for treasury 
Net borrowings under 

Advances and contributions for construction, 
short-term debt agreements 

net of refunds 
Debt issuance costs 
Repayment o f  long-term debt 
Redemption of preferred stocks 
Dividends paid 

Net cash from financing activities 

Net increase (decrease) in cash and 
0 

cash equivalents 

Cash and cash equivalents at January 1 

Cash and cash equivalents at September 3 0  

3 5  , 3 7 7  

2 2  , 1 0 9  
( 1 , 0 0 4 )  

( 1 1 9 , 3 0 4 )  
( 2 , 2 0 4 )  

( 7 0 , 3 5 6 )  

1 4  , 7 8 6  

Page 9 of 56 
( 3 , 4 2 6 )  

73 , 5 8 3  

( 2 0 , 3 5 4 )  

Common stock issued in lieu of cash in connection with the Employees' Stock 
Ownership Plan, the Savings Plan for Employees and the 2 0 0 0  Stock Award and 
Incentive Plan totaled $ 1 , 4 8 8  in 2 0 0 0 .  

Common stock placed into treasury in connection with the Employees Stock 
Ownership Plan, the Savings Plan for Employees, and 2 0 0 0  Stock Award and 
Incentive Plan totaled $ 1 , 7 7 4  in 2 0 0 1  and $ 4 , 8 7 1  in 2 0 0 0 .  

e 

The accompanying information and notes are an integral part of these 
financial statements. 

0 

e 

e 

AMERICAN WATER WORKS COMPANY, INC. AND SUBSIDIARY COMPANIES 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e Information Accompanying Financial Statements (Unaudited) 
(In thousands, except share and per share amounts) 

September 3 0  December 3 1  
2 0 0 1  2 0 0 0  

- - - - - - - - _ -  - - - - - - - - - -  

I Preferred stocks without mandatory redemption requirements 
I Cumulative preferred stock - $25 par value 

5 %  series (one-tenth of a vote per share) 
- 1 0 1 , 7 7 7  shares outstanding $ 2 , 5 4 4  $ 2 , 5 4 4  

Cumulative preference stock - $ 2 5  par value 

e 5 %  series (non-voting) - 3 6 5 , 1 5 8  shares 
Authorized - 7 5 0 , 0 0 0  shares 

' h t t p : / / w w w . e d g a r - o n l i n e . c o n i / a ~ 1 t l i / c d g a r d o 2 D 3  1 88 1 9%2D00003 1 88 1 9.. 3/14/02 



1 EDGAR ONLINE SEC Filing 

statement of the results for the periods reported. Certain 
reclassifications have been made to conform previously reported data to 
the current presentation. 

I outstanding 
Cumulative preferential stock - $35 par value 
Authorized - 3,000,000 shares 

no outstanding shares 
(one-tenth of a vote per share)- 

Page 10 of 56 
9,129 9,129 

I 
1 Common stockholders' equity 

' 
Common stock - $1.25 par value 
Authorized - 300,000,000 shares 
Issued - 100,006,273 shares in 2001; 

98,819,845 shares in 2000 $ 125,008 $ 123,525 
Paid-in capital 489,257 454 , 568 
Retained earnings 1,128,550 1,069,486 

' Accumulated other comprehensive income 5,509 25 , 303 
Unearned compensation (778) (359) 
Treasury stock at cost - 34,731 shares in 
2001; 129,216 shares in 2000 (1,026) (2,846) 

- - - - - - - _ - -  - - - - - - - - _ -  

$1,746,520 $1,669,677 
-_----_-__ ___---_-__ --------_- _ - - _ _ _ _ _ _ _  

0 
At September 30, 2001, common shares reserved for issuance in connection with 
the Company's stock plans were 80,865,863 shares for the Stockholder Rights 
Plan, 1,641,852 shares for the Dividend Reinvestment and Stock Purchase Plan, 
565,493 shares for the Employees' Stock Ownership Plan and 532,381 shares for 
the Savings Plan for Employees. Up to 4,254,367 shares of common stock may 

approximately 3,300,000 shares were available to be granted at September 30, 
2001. 

be issued under the 2000 Stock Award and Incentive Plan, of which 

1 http://www.edgar-onliiie.coin/a~ith/cdgardoc/~ocMai~~.pl?nad=&nav=&doc=A%2D3 1 88 19%,2D00003 1 88 1 O... 311 4/02 
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each outstanding share of the Company's common stock converted in the 
merger into the right to receive $ 4 6 . 0 0  per share in cash. RWE/AG is a 
global multi-utility company that does business, through its subsidiaries 
and affiliates, in over 1 2 0  countries. Its core businesses are 
electricity, gas, water, and wastewater management services. 

RWE/AG's all-cash proposal represents a 3 7 . 2 %  premium over the average 
closing price per share of the Company's shares over the 30 trading days 
prior to September 10, 2001,  and a 2 9 . 5 %  premium over the highest closing 
share price the Company's stock ever obtained prior to the public 
announcement of the agreement. The proposed transaction has a total value 
of $ 7 . 6  billion, including the assumption of approximately $3.0 billion in 
debt the Company had outstanding as of June 30, 2001. 

Upon completion of the transaction, the Company will join with Thames 
Water, RWE/AG's London-based international water services business. The 
American Water brand will continue, and its management team headquartered 
in Voorhees, New Jersey is expected to lead the RWE/AG-Thames water 
business in North, Central and South America. 

The transaction is expected to take at least a year to complete, following 
approval by the Company's shareholders and appropriate state regulatory 
agencies. The Company has identified fourteen states that it believes are 
required to approve the transaction. Those states are Arizona, 
California, Connecticut, Illinois, Kentucky, Maryland, New Hampshire, New 
Jersey, New Mexico, New York, Ohio, Pennsylvania, Virginia, and West 
Virginia. Approval in Connecticut and New Hampshire will likely not be 
required when the sale of those properties to Kelda Group (See Note 3) is 
completed. In five states only advisory letter filings are required. 
Those states are Hawaii, Iowa, Missouri, Tennessee, and Texas. The 
Company does not believe filings will be necessary in Georgia, Indiana, 
Massachusetts, and Michigan. 

NOTE 3 -Sales of Operating Systems 
TOWN OF SALISBURY MASSACHUSETTS 
On September 28,  2 0 0 1  the Company completed the sale of its Salisbury 
Water Supply Company's operating system to the Town of Salisbury, 
Massachusetts for $11.5 million in cash plus outstanding accounts 
receivable. The Salisbury system serves 3,000 customers and had revenues 
of $1.9 million in 2 0 0 0 .  

0 

KELDA GROUP ACQUISITION OF NEW ENGLAND OPERATIONS 
Kelda Group Plc and the Company jointly announced on August 30, 2 0 0 1  that 
they had reached an agreement whereby Kelda Group would acquire the 
Company's New England operations. The transaction price is approximately 
$ 1 1 8  million in cash plus the assumption of $115 million in debt. 

The utility operations being acquired by Kelda Group serve a total of 
6 4 , 0 0 0  customers and had revenues of $ 4 7 . 3  million in 2000 .  Massachusetts 
Capital Resources Company, a finance subsidiary of the Company, which owns 
and leases certain assets to Massachusetts-American, will also be acquired 

Page 1 1  of 56 

1 

as part of the transaction. 

The Public Utility Commissions in Connecticut, New York, and New Hampshire 
must approve the Kelda Group transaction, which is expected to be 
consummated by the end of the first half of 2 0 0 2 .  The transaction is also 
subject to review by the Federal Trade Commission. 

0 

Note 4 - -  Pending Acquisition 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3 1 88 1 9%2DOOOO3 1 88 1 311 4/03 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3


EDGAR ONLINE SEC Filing 
WATER AND WASTEWATER ASSETS OF CITIZENS COMMUNICATIONS 
On October 15, 1999, the Company entered into an agreement to acquire all 
of the water and wastewater utility assets of Citizens Communications 
Company (formerly Citizens Utilities Company) (NYSE:CZN) for $835 million 
in cash and debt. Citizens provides water and wastewater service to 
305,000 customers in Arizona, California, Illinois, Indiana, Ohio and 
Pennsylvania. For the latest fiscal year ended December 31, 2000, the 
operations being acquired had revenues of approximately $110 million. 

The Company now has approval from state regulatory agencies in all six 
states covered by the purchase agreement. The California Public Utility 

wastewater assets in that state on September 30, 2001, but the Company is 
awaiting a possible rehearing before that commission and a possible 
appellate proceeding before closing the acquisition. 

Commission approved the Company's acquisition of Citizens' water and 

Note 5-- Acquisition 
AZURIX NORTH AMERICA AND AZURIX INDUSTRIALS 
On August 6, 2001 the Company entered into an agreement to acquire Azurix 
North America Corp. and Azurix Industrials Corp. for approximately $150 
million in cash and debt. Azurix North America and Azurix Industrials are 
wholly-owned subsidiaries of Azurix Corp. and provide a range of water and 
wastewater services, including operations and maintenance, engineering, 
carbon regeneration, underground infrastructure rehabilitation and 
residuals management. 

Azurix North America and Azurix Industrials, which had revenues totaling 
approximately $157 million in 2000, have approximately 1,050 employees and 
operate facilities serving an end-user population of approximately 2 
million people across North America. 

This acquisition, which was completed on November 7, 2001, strengthens the 
Company's position as a premier provider o f  water resource management 
services in the United States and Canada. 

e 

Note 6-- Security Issues 
In the aftermath of the tragic events of September 11, 2001, all aspects 
of how the Company secures its facilities in order to protect the safety 
of its customers and associates are being reviewed and additional security 
measures are being implemented. It is anticipated that these additional 

1 measures will result in a significant increase in spending on security. 

The regulated utility subsidiaries are seeking recognition of these 
increased security costs in the rates charged for utility service. At 
this time the Company plans to defer these additional costs because it 
believes that it is probable that they will be recovered in rates, and 
therefore expects no significant impact on the Company's financial 
position or results of operations. 

NOTE 7 - -  New Accounting Standards 
On January 1, 2001, the Company adopted Statement of Financial Accounting 

Activities" (SFAS 1331, as amended. The statement establishes accounting 
and reporting standards for derivative instruments and hedging activities. 
SFAS 133 was issued by the Financial Accounting Standards Board in June 
of 1998 and requires that an entity recognize all derivatives as either 
assets or liabilities in the statement of financial position and measure 

Standards No. 133 "Accounting for Derivative Instruments and Hedging 

those instruments at fair value. 
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This new accounting standard did not have any effect on the Company's 
financial position or results of operations. The Companyls contracts that 
meet the definition of a derivative are for normal purchases and normal 
sales, are expected to result in a physical delivery, and are of 
quantities expected to be used or sold over a reasonable period in the 
normal course of business. The Company has no hedging activities. 

In June of 2001, the Financial Accounting Standards Board issued 
Statements of Financial Accounting Standards No. 141, "Business 
Combinationsll (SFAS 141) and No. 142, llGoodwill and Other Intangible 

after June 30, 2001 to be accounted for using the purchase method. Under 
SFAS 142, goodwill and intangible assets with indefinite lives are no 
longer amortized but are reviewed annually (or more frequently if 
impairment indicators arise) for impairment. Separable intangible assets 
that are not deemed to have indefinite lives will continue to be amortized 
over their useful lives. The amortization provisions of SFAS 142 apply to 

With respect 
to goodwill and intangible assets acquired prior to July 1, 2001, the 
Company is required to adopt SFAS 142 effective January 1, 2002. The 
Company is currently evaluating the effect that adoption of the provisions 
of SFAS 142 that are effective January 1, 2002 will have on its results of 
operations and financial position. 

Also in June of 2001, the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standard No. 143, I1Accounting for Asset 
Retirement Obligations," (SFAS 143) on the accounting for obligations 
associated with the retirement of long-lived assets. SFAS 143 requires a 
liability to be recognized in the financial statements for retirement 
obligations meeting specific criteria. Measurement of the initial 

as an increase in the value of the capitalized asset. 

Assets1f (SFAS 142). SFAS 141 requires all business combinations initiated 

goodwill and intangible assets acquired after June 30, 2001. 

0 

obligation is to approximate fair value with an equivalent amount recorded 

0 

The asset will be depreciable in accordance with normal depreciation 
policy and the liability will be increased, with a charge to the income 
statement, until the obligation is settled. SFAS 143 is effective for 
fiscal years beginning after June 15, 2002. The Company is currently 
evaluating the effect that adoption of the provisions of SFAS 143 will 
have on its results of operations and financial position. 

In August of 2001, the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standard No. 144, "Accounting for the 
Impairment or Disposal of Long-Lived Assets," (SFAS 144) that replaces 
Statement of Financial Accounting Standard No. 121, llAccounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed 
of." SFAS 144 requires that one accounting model be used for long-lived 
assets to be disposed of by sale and broadens discontinued operations to 
include more disposal transactions. Under SFAS 144, operating losses of 
discontinued operations are recognized in the period in which they occur, 
instead of accruing future operating losses before they occur. SFAS 144 

Company is currently evaluating the effect that adoption of the provisions 
of SFAS 144 will have on its results of operations and financial position. 

is effective for fiscal years beginning after December 15, 2001. The 
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will be purchased at par by RWE/AG and mature on November 6,  2 0 0 6 .  The 
Company and its subsidiaries are using proceeds from the sale of the notes 
to acquire the common stock of Azurix North America and Azurix 
Industrials, to fund the acquisition of the water and wastewater assets of 
Citizens Communication Company and to reduce outstanding short-term debt. 
Closing will occur in two or more tranches, the first of which took place 
on November 6, 2 0 0 1  in the amount of $ 2 9 8 . 5  million. 

a 

0 

0 

0 

a 
I 

I 

I 

' 0  

a 

0 

Results of Operations 

Operating revenues for the third quarter and the first nine months of 2 0 0 1  
were higher than for the same periods of 2 0 0 0  by 8 %  and 6%, respectively. 

customers, authorized increases in rates charged for service and modest 
weather pattern improvements. 

_ _ _ _ _ _ _ _ _ _ _ - _ _ - _ - _ _ _ _  

Increased revenues were the result of water sales to 40,000 new 

Water sales volume during the third quarter of 2 0 0 1  increased 3 %  to 1 0 2 . 0  
billion gallons from 99.5 billion gallons in the third quarter of 2000.  
The 2 6 0 . 7  billion gallons of sales volume for the first nine months of 
2001 was 1% greater than the 2 5 8 . 0  billion gallons sold in the same period 
of 2 0 0 0 .  

During 2 0 0 1 ,  ten utility subsidiaries have received rate decisions, which 
are expected to provide approximately $ 2 3 . 5  million in additional annual 
revenues. Four subsidiaries have rate increase applications on file 
before regulatory agencies, which, if granted in full, would provide 
approximately $ 5 5 . 4  million in additional annual revenues. The largest 
portion of this total is from two separate requests filed by Pennsylvania- 
American and Indiana-American at $ 3 9  million and $13 million, 
respectively. Decisions in the Pennsylvania and Indiana cases are 
expected in the first and third quarters of 2002, respectively. 
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Operating expenses in the thirL quarter and the first nine months of 2 0 0 1  
were 8 %  and 6 %  higher compared to the same periods in 2 0 0 0 .  Operation and 
maintenance expenses increased by 8 %  and 6 %  in the third quarter and the 
first nine months when compared to the same periods in 2 0 0 0  primarily 
because of increased production costs such as power, purchased water and 
chemicals. A portion of the expense increase was associated with customer 
growth. The increases in depreciation expense for the quarter and first 
nine months were related to the Company's ongoing program of utility plant 
construction. 

Interest expense decreased by 2 %  in the third quarter and increased 1% in 
the first nine months of 2 0 0 1  compared to the same periods in 2 0 0 0 ,  
reflecting declining interest rates in 2 0 0 1 .  The total allowance for 
funds used (equity and borrowed) during construction ("AFUDC") recorded in 
the third quarter of 2 0 0 1  was $ 2 . 1  million, compared to $ 2 . 2  million in 
the third quarter of 2 0 0 0 .  AFUDC for the first nine months of 2 0 0 1  was 
$ 6 . 4  million compared to $10.0 million for the same period in 2 0 0 0 .  The 
utility subsidiaries record AFUDC to the extent permitted by the 
regulatory authorities. During the third quarter and first nine months of 
2 0 0 1  the Company sold a portion of its telecommunication company 
investments and realized pre-tax gains of $ 1 . 8  million and $ 5 . 2  million in 
other income. 

Income taxes increased in the third quarter and first nine months of 2 0 0 1  
when compared to the comparable periods in 2 0 0 0 ,  as a result of increased 
earnings in 2 0 0 1 .  

Net income to common stock was $ 5 5 . 6  million for the third quarter of 2 0 0 1  
compared with $ 4 9 . 7  million for the same period in 2 0 0 0 .  Net income to 
common stock for the first nine months of 2 0 0 1  was $ 1 2 8 . 2  million compared 
with $ 1 2 0 . 0  million for the first nine months of 2 0 0 0 .  

Other comprehensive loss was $ 1 3 . 3  million and $ 1 9 . 8  million in the third 
quarter and first nine months of 2 0 0 1 ,  respectively, compared to other 
comprehensive loss of $ 2 3 . 9  million and $ 4 7 . 1  million in the same periods 
in 2 0 0 0 .  The Company's other comprehensive loss represents the unrealized 
loss on passive investments in publicly traded securities. 

Earnings per share of common stock in 2 0 0 1  were $ . 6 3  for the quarter and 
$ 1 . 3 6  for the nine months ended September 30,  2 0 0 1  prior to one-time 
transactions. Earnings per share in 2 0 0 0  were $ . 5 1  for the third quarter 
and $ 1 . 2 2  for the nine months year-to-date. In 2 0 0 1  a $.lo per share 
charge resulted from expenses incurred for the RWE/AG transaction and a 
$.03 per share net gain was recorded for the sale of the operating system 
in Salisbury Massachusetts. After these one-time transactions, per share 
earnings in 2 0 0 1  were $ . 5 6  €or the third quarter and $ 1 . 2 9  €or the year- 
to-date. 

Capital Resources and Liquidity 

During the first nine months of 2 0 0 1 ,  1 , 1 5 4 , 2 4 4  shares of common stock 
were issued in connection with the Dividend Reinvestment and Stock 
Purchase Plan, and 3 2 , 1 8 4  ohareo were isoued for non-qualified otock 
options that were exercised. Also, 1 6 3 , 8 9 2  non-qualified stock options 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _  
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were granted in connection with the 2000 Stock Award and Inventive Plan 
during the first nine months of 2001. 1 
The Company issued 153,648 shares of common stock out of treasury during 
the first nine months of 2001 in connection with the Employees' Stock 
Ownership Plan, the Savings Plan for Employees and the 2000 Stock Award 

I and Incentive Plan. 

' On March 29, 2001 the Company's financing subsidiary, American Water 
Capital Corp. (AWCC) closed on its inaugural long-term debt financing of 
$140 million. The securities issued are senior unsecured notes carrying an 

0 interest rate of 6.87% maturing on March 2 9 ,  2011. The Company loaned the 
proceeds of that financing to nine utility subsidiaries to repay short- 
term debt. In the first nine months of 2001, the Company invested $7.2 
million in the common stock of two subsidiaries. 

New Accounting Standards 
_ _ _ _ _ - _ _ _ _ _ _ _ _ - - _ - _ _ _ _ _ -  
On January 1, 2001, the Company adopted Statement of Financial Accounting 0 
Standards No. 133 "Accounting for Derivative Instruments and Hedging 
Activities" (SFAS 133), as amended. The statement establishes accounting 
and reporting standards for derivative instruments and hedging activities. 
SFAS 133 was issued by the Financial Accounting Standards Board in June of 
1998 and requires that an entity recognize all derivatives as either 

0 assets or liabilities in the statement of financial position and measure 
those instruments at fair value. 

0 

This new accounting standard did not have any effect on the Company's 
0 financial position or results of operations. The Company's contracts that 

meet the definition of a derivative are for normal purchases and normal 
sales, are expected to result in a physical delivery, and are of 
quantities expected to be used or sold over a reasonable period in the 
normal course of business. The Company has no hedging activities. 

0 In June of 2001, the Financial Accounting Standards Board issued 
Statements of Financial Accounting Standards No. 141, "Business 
Combinations" (SFAS 141) and No. 142, "Goodwill and Other Intangible 
Assets'l (SFAS 142). SFAS 141 requires all business combinations initiated 
after June 30, 2001 to be accounted for using the purchase method. Under 
SFAS 142, goodwill and intangible assets with indefinite lives are no 
longer amortized but are reviewed annually (or more frequently if 

that are not deemed to have indefinite lives will continue to be amortized 
over their useful lives. The amortization provisions of SFAS 142 apply to 
goodwill and intangible assets acquired after June 30, 2001. With respect 
to goodwill and intangible assets acquired prior to July 1, 2001, the 
Company is required to adopt SFAS 142 effective January 1, 2002. The 
Company is currently evaluating the effect that adoption of the provisions 
of SFAS 142 that are effective January 1, 2002 will have on its results of 
operations and financial position. 

impairment indicators arise) for impairment. Separable intangible assets 
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liability to be recognized in the financial statements for retirement 
obligations meeting specific criteria. Measurement of the initial 
obligation is to approximate fair value with an equivalent amount recorded 
as an increase in the value of the capitalized asset. The asset will be 

liability will be increased, with a charge to the income statement, until 
the obligation is settled. SFAS 143 is effective for fiscal years 
beginning after June 15, 2002. The Company is currently evaluating the 
effect that adoption of the provisions of SFAS 143 will have on its 
results of operations and financial position. 

In August of 2001, the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standard No. 144, "Accounting for the 
Impairment or Disposal of Long-Lived Assets," (SFAS 144) that replaces 
Statement of Financial Accounting Standard No. 121, "Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed 
of." SFAS 144 requires that one accounting model be used for long-lived 
assets to be disposed of by sale and broadens discontinued operations to 
include more disposal transactions. Under SFAS 144, operating losses of 
discontinued operations are recognized in the period in which they occur, 
instead of accruing future operating losses before they occur. 
SFAS 144 is effective for fiscal years beginning after December 15, 2001. 

provisions of SFAS 144 will have on its results of operations and 

depreciable in accordance with normal depreciation policy and the 

The Company is currently evaluating the effect that adoption of the 

financial position. 

Subsequent Event 

On November 6, 2001 the Company and its financing subsidiary, American 
Water Capital Corp., executed a Note Purchase Agreement for up to $1.2 
billion in senior unsecured notes at an interest rate of 4.92%. The notes 
will be purchased at par by RWE/AG and mature on November 6, 2006. The 
Company and its subsidiaries are using proceeds from the sale of the notes 
to acquire the common stock of Azurix North America and Azurix 
Industrials, to fund the acquisition of the water and wastewater assets of 
Citizens Communication Company and to reduce outstanding short-term debt. 

which took place on November 6, 2001 in the amount of $298.5 million. 

- - - - - - - - - - - - - - - -  

Closing will occur by the issuance of two or more tranches, the first of 

Forward Looking Information 

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 

the safe harbor provisions of the U . S .  Private Securities Litigation 
Reform Act of 1995. These forward looking statements involve known and 
unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially 
different from any future results, performance or achievements expressed 

among others, the following: the success of pending applications for rate 
increases; inability to obtain, or to meet conditions imposed for, 

, regulatory approval of pending acquisitions; weather conditions that tend 
to extremes of temperature or duration; availability, terms and 
development of capital; business abilities and judgment of personnel; 
changes in, or the failure to comply with governmental regulations, 
particularly those affecting the environment and water quality; 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  

expectations, intentions and adequacy of resources, are made pursuant to 

or implied by such forward looking statements. These factors include, 
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competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; and other factors described in filings of the Company with the 
SEC. The Company undertakes no obligation to publicly update or revise 
any forward looking statement, whether as a result of new information, 
future events or otherwise. 

PART I1 - OTHER INFORMATION 

Item 6. Exhibits and Reports on Form 8-K 
____- - - -________________________________-  

A. Exhibits 
- - - - - - - -  

Exhibit Number Description 

10 Material Contracts 
- - - - - - - - - - - _ - -  - - - - - - - - - - _  

(a) Note Purchase Agreement for up to $1.2 
billion 4 . 9 2 %  senior notes due November 6, 2 0 0 6  

A current report on Form 8-K was filed on August 7, 2001 by the Company 
regarding the agreement to acquire Azurix North America Corp. and Azurix 
Industrials Corp. 

A current report on Form 8-K was filed on August 30, 2001 by the Company 
regarding the agreement to sell the Company's New England Operations to 
the Kelda Group Plc. 

A current report on Form 8-K was filed on September 17, 2001 by the 
Company regarding the RWE/AG merger agreement. 

A current report on Form 8-K was filed on October 30, 2001 by the Company 
regarding the release of the Company's third quarter earnings. 
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I 
I A current report on Form -K  was filed on November 7, 
~ 

regarding the note purchase agreement with RWE/AG. 
D O 1  by the Company 

1 A current report on Form 8-K was filed on November 8 ,  2001 by the Company ' regarding completion of the acquisition of Azurix North America Corp. and 
~ Azurix Industrials Corp. 

a 

e 

SIGNATURES 
- - - - - - - - - -  

Pursuant to the requirements of the Securities Exchange Act of 1934, the 
registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. 
(Registrant ) 
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AMERICAN WATER WORKS COMPANY, INC. 

UP TO $150,000,000 4.92% SENIOR NOTES DUE NOVEMBER 6, 2006 

AMERICAN WATER CAPITAL CORP. 

UP TO $1,050,000,000 4.92% SENIOR NOTES DUE NOVEMBER 6, 2006 

Support Agreement from 

AMERICAN WATER WORKS COMPANY, INC. 

_ _ _ _ _ - - - - _ _ _ _ _ _ _  

NOTE PURCHASE AGREEMENT 

- - - - - - - - - _ _ - - - - _  

Dated as of November 6, 2001 
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AMERICAN WATER CAPITAL CORP. 
AMERICAN WATER WORKS COMPANY, INC. 

1 0 2 5  Laurel Oak Road, 
Voorhees, New Jersey 08043 

4 . 9 2 %  SENIOR NOTES DUE NOVEMBER 6 ,  2 0 0 6  

0 
Dated as of November 6 ,  2 0 0 1  

RWE AKTIENGESELLSCHAFT 
OPERNPLATZ 1, 4 5 1 2 8  
ESSEN, GERMANY 

0 Ladies and Gentlemen: 

The undersigned, American Water Capital Corp., a Delaware corporation 
(the l1Company"), and American Water Works Company, Inc., a Delaware 
corporation ("American Water Works"), hereby jointly and severally agree with 
RWE Aktiengesellschaft (the llPurchaserll) as follows : 

0 
SECTION 1. AUTHORIZATION OF NOTES, SUPPORT AGREEMENT. 

American Water works will authorize the issue and sale of up to 
$150,000,000 aggregate principal amount of its 4 . 9 2 %  Senior Notes due November 
6, 2 0 0 6  (the tlAWWC Notes") and the Company will authorize the issue and sale 
of up to $1,050,000,000 aggregate principal amount of its 4 . 9 2 %  Senior Notes 
due November 6, 2 0 0 6  (the "AWCC Notes," and, together with the AWWC Notes, the 
I1Notes," such term to include any such notes issued in substitution therefor 
pursuant to Section 1 3 . 2  or Section 1 3 . 3  of this Agreement. The Notes shall be 
in the form set out in Exhibit 1, with such changes therefrom, if any, as may 
be approved by the Purchaser and the Company or American Water Works, as the 
case may be. Certain capitalized terms used in this Agreement are defined in 
Schedule A; references to a "Schedule" or an llExhibittl are, unless otherwise 
specified, to a Schedule or an Exhibit attached to this Agreement. 

American Water works previously entered into a Support Agreement, 
dated June 2 2 ,  2000 and amended as of July 2 6 ,  2000 (as such agreement may be 
hereafter amended, modified or supplemented from time to time in accordance 
with its terms and the provisions of this Agreement, the tiSupport Agreement"), 
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with the Company, a copy of which (as in effect on the date of this Agreement) 
is attached hereto as Exhibit 2, pursuant to which American Water Works has 
agreed, among other things, to ensure the timely payment of principal of and 
premium, if any, and interest on Debt (as defined in the Support Agreement) 
issued by the Company. 

SECTION 2. SALE AND PURCHASE OF NOTES. 

Subject to the terms and conditions of this Agreement, the Company 
will issue and sell to the Purchaser and the Purchaser will purchase from the 
Company, at the AWCC Closings as 

defined and provided for in Section 3,  AWCC Notes in the principal amount of up 
to $1,050,000,000 at the purchase price of 100% of the principal amount 
thereof. 

Subject to the terms and conditions of this Agreement, American Water 
Works will issue and sell to the Purchaser and the Purchaser will purchase 
from American Water Works, at the AWWC Closing as defined and provided for in 
Section 3 ,  AWWC Notes in the principal amount of up to $ 1 5 0 , 0 0 0 , 0 0 0  at the 
purchase price of 1 0 0 %  of the principal amount thereof. 

SECTION 3 .  CLOSINGS 

The sale and purchase of the AWCC Notes and the AWWC Notes to be 
purchased by the Purchaser shall occur at the offices of Simpson Thacher & 
Bartlett, 4 2 5  Lexington Avenue, New York, New York 1 0 0 1 7  at 1 O : O O  a.m., New 
York time, at one or more closings (the "AWCC Closings" and the "AWWC 
Closing," respectively, each being a "Closing") on the third Business Day 
following the giving of written notice by the Company or American Water Works, 
as the case may be, to the Purchaser of such Closing, or on such later 
Business Day as may be agreed upon by the Company and the Purchaser; provided, 
however, that in no event shall a Closing occur later than February 6,  2002 ,  
and provided further that there shall only be one AWWC Closing. Such notice by 
the Company or American Water Works, as the case may be, shall set forth the 
aggregate principal amount of Notes to be issued at such Closing, provided 
that such amount shall not be less than $100,000,000. A t  each Closing, the 
Company or American Water Works, as the case may be, will deliver to the 
Purchaser the Notes to be so purchased in the form of a single Note (or such 
greater number of Notes in denominations of at least $5,000,000 as the 
Purchaser may request) dated the date of such Closing and registered in the 
Purchaser's name, against delivery by the Purchaser to the Company or American 
Water Works, as the case may be, or either of their order, of immediately 
available funds in the amount of the purchase price therefor by wire transfer 
of immediately available funds for the account of the Company or American 
Water Works, as the case may be, to account number 8 0 1 3 5 8 3 3 7 9  at PNC Bank, 
National Association, Moorestown, New Jersey 08057 ,  ABA# 031207607 ,  or to such 
other account or accounts as the Company or American Water Works shall have 
designated in writing. If at a Closing the Company or American Water Works, as 
the case may be, shall fail to tender such Notes to the Purchaser as provided 
above in this Section 3,  or any of the conditions specified in Section 4 shall 
not have been fulfilled to the Purchaser's satisfaction, the Purchaser shall, 
at the Purchaser's election, be relieved of all obligations under this 
Agreement with respect to such Closing, without thereby waiving any rights the 
Purchaser may have by reason of such failure or such nonfulfillment. 

SECTION 4. CONDITIONS TO CLOSING. 

The obligation of the Purchaser to purchase and pay for the Notes at 
a Closing is subject to the fulfillment to the Purchaser's satisfaction, prior 
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to or at such Closing, of the following conditions with respect to such Notes: 

Section 4.1. Representations and Warranties. The representations and 
warranties of the Company and American Water Works in this Agreement that are 
qualified as to materiality 

-2- 

shall be true and correct at the time of the Closing and the representations 
and warranties of the Company and American Water Works in this Agreement that 
are not qualified as to materiality shall be true and correct in all material 
respects at the time of the Closing. 

Section 4.2. Performance; No Default. The Company and American Water 
Works shall have performed and complied with all agreements and conditions 
contained in this Agreement required to be performed or complied with by each 
of them prior to or at the Closing and, after giving effect to the issue and 
sale of the Notes (and the application of the proceeds thereof), no Default or 
Event of Default shall have occurred and be continuing. 

Section 4 . 3 .  Compliance Certificates and Organizational Documents 

(a) Officer's Certificate. The Company and American Water Works 
shall each have delivered to the Purchaser an Officer's Certificate, 
dated the date of the Closing, certifying that the conditions specified 
in Sections 4.1, 4.2 and 4.6,  and in the case of American Water Works 
Section 4.8, have been fulfilled. 

(b) Secretary's Certificate. The Company and American Water Works 
shall each have delivered to the Purchaser a certificate, dated the date 
of the Closing, certifying as to the resolutions attached thereto and 
other corporate proceedings relating to the authorization, execution and 
delivery of the Notes and this Agreement. 

(c) Organizational Documents. The Company and American Water Works 
shall each have delivered such other certificates and documents relating 
to the organization, existence and good standing of each such party as 
the Purchaser may reasonably request. 

Section 4.4. Opinions of Counsel. The Purchaser shall have received 
opinions in form and substance satisfactory to the Purchaser and the 
Purchaser's special counsel, dated the date of the Closing, from Simpson 
Thacher & Bartlett, special counsel for American Water Works and the Company, 
and W. Timothy Pohl, General Counsel and Secretary to American Water Works, 
covering the matters set forth in Exhibit 4.4 and covering such other matters 
incident to the transactions contemplated hereby as the Purchaser or the 
Purchaser's special counsel may reasonably request. 

Section 4.5. Purchase Permitted by Applicable Law, etc. On the date of 
the Closing, each purchase of Notes shall (a) not violate any applicable law 
or regulation (including, without limitation, Regulation U, T or X of the 
Board of Governors of the Federal Reserve System) and (b) not subject any 
Purchaser to any tax, penalty or liability under or pursuant to any applicable 
law or regulation, which law or regulation was not in effect on the date 
hereof. 

Section 4.6. Changes in Corporate Structure. Neither the Company nor 
American Water Works shall have changed its jurisdiction of incorporation or, 
with the exception of the Merger Agreement, or any transaction permitted or 
contemplated thereby, been a party to any merger or consolidation or shall 
have succeeded to all or any substantial part of the liabilities of any other 
entity, at any time following the date of the most recent financial statements 
referred to in the Disclosure Documents filed prior to the date of this 
Agreement. 
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0 Section 4.7. Proceedings and Documents. All corporate and other 
proceedings in connection with the transactions contemplated by this Agreement 
and all documents and instruments incident to such transactions shall be 
reasonably satisfactory to the Purchaser and the Purchaser's special counsel, 
and the Purchaser and the Purchaser's special counsel shall have received all 
such counterpart originals or certified or other copies of documents as the 
Purchaser or the Purchaser's special counsel may reasonably request. 0 

Section 4.8. Merger Agreement. The Merger Agreement shall not have been 
terminated by American Water Works pursuant to Article VI1 thereof. American 
Water Works shall not be in default in the performance of its obligations 
under the covenants and agreements set forth in Articles IV and V of the 
Merger Agreement, and the representations and warranties of American Works 

0 contained in the Merger Agreement shall be true and correct, other than for 
such failures to be true and correct that individually or in the aggregate 
would not reasonably be expected to have a Material Adverse Effect. 

' 

Section 4.9. Registration Rights. American Water Works, the Company and 
the Purchaser shall have entered into a registration rights agreement 
substantially in the form of Exhibit 4.9 hereto. 

SECTION 5. REPRESENTATIONS AND WARRANTIES OF THE COMPANY AND AMERICAN 
0 

WATER WORKS. 

The Company and American Water Works, jointly and severally, represent and 
warrant to the Purchaser that: 

0 

0 

0 

(a) Disclosure. The Disclosure Documents do not include any untrue 
statement of a material fact or omit to state any material fact required 
to be stated therein or necessary to make the statements therein not 
misleading. 

(b) Organization; Power and Authority. Each of the Company and 
American Water Works has been duly incorporated and is an existing 
corporation in good standing under the laws of the State of Delaware, 
with corporate power and corporate authority to own its properties and 
conduct its business as described in the Disclosure Documents; and, 
except as set forth in Section 3.01(a) of the Company Disclosure Schedule 
to the Merger Agreement, each of the Company and American Water Works is 
duly qualified to do business as a foreign corporation in good standing 
in all other jurisdictions in which its ownership or lease of property or 
the conduct of its business requires such qualification, unless such 
failure to be so qualified by the Company or American Water Works would 
not, individually or in the aggregate, reasonably be expected to have a 
Material Adverse Effect. 

I 

(c) Organization and Ownership of Shares of Subsidiaries. Each 
10 

Subsidiary of American Water Works other than the Company has been duly 
incorporated and is an existing corporation in good standing under the 
laws of the jurisdiction of its incorporation, with power and authority 
(corporate and other) to own its properties and conduct its business as 
described in the Disclosure Documents; and each Subsidiary is duly 
qualified to do business as a foreign corporation in good standing in all 
other 

~ 

1 

I -4 - 

jurisdictions in which its ownership or lease of property or the 
conduct of its business requires such qualification, except where the 1. 
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failure to be so qualified or be in good standing would not reasonably be 
expected to have a Material Adverse Effect; all of the issued and 
outstanding capital stock of each Subsidiary of American Water Works has 
been duly authorized and validly issued and is fully paid and 
nonassessable; and, except as otherwise set forth in Section 3,01(b) of 
the Company Disclosure Schedule to the Merger Agreement, all of the 
issued and outstanding shares of capital stock of, or other equity or 
voting interests in, each Subsidiary of American Water Works as of the 
date of this Agreement are owned by American Water Works, by another 

I O  

I 
I 

I wholly-owned Subsidiary of American Water Works or by American Water 
I Works and another wholly-owned Subsidiary of American Water Works, free 

and clear of all material pledges, claims, liens, charges, encumbrances 
and security interests of any kind or nature whatsoever and are duly 
authorized, validly issued, fully paid and nonassessable. 

l e 
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I (d) Authorization by Company. This Agreement has been duly 
authorized, executed and delivered by the Company and, assuming due 
authorization, execution and delivery by the Purchaser, constitutes a 
valid and legally binding agreement of the Company and is enforceable in 
accordance with its terms, subject to bankruptcy, insolvency, fraudulent 
transfer, reorganization, moratorium and similar laws of general 
applicability relating to or affecting creditors' rights and to general 
equity principles. The AWCC Notes have been duly authorized by the 
Company and, at any AWCC Closing, will have been duly executed by the 
Company, and when issued and delivered in the manner provided for in this 
Agreement, will constitute valid and binding obligations of the Company, 
enforceable against the Company in accordance with their terms, subject 
to bankruptcy, insolvency, fraudulent transfer reorganization, moratorium 
and similar laws of general applicability relating to or affecting 
creditors' rights and to general equity principles. 

e 

0 

(e) Governmental Authorization. No consent, approval, authorization, 
or order of, or filing with, any governmental agency or body or any court 
is required to be obtained or made by American Water Works or the Company 
for the consummation of the transactions contemplated by this Agreement 
or for the compliance by American Water Works with the provisions of the 
Support Agreement in connection with the issuance and sale of the AWCC 
Notes by the Company. 

(f) Observance of Statutes and Orders. The execution, delivery and 
performance of the Support Agreement and this Agreement and the issuance 
and sale of the Notes in accordance with this Agreement and compliance 
with the terms and provisions of this Agreement, the Notes and the 
Support Agreement will not result in a breach or violation of or conflict 
with any of the terms and provisions of, or constitute a default under, 
(i) any statute, any rule, regulation, order, judgment or decree of any 
governmental agency or body or any court, domestic or foreign, having 
jurisdiction over the Company, American Water Works or any other 
Subsidiary or any of their respective properties, or (ii) any agreement 
or instrument to which the Company, American Water Works or any such 
other Subsidiary is a party or by which the Company, American Water Works 
or any such other Subsidiary is bound or to which any of the properties 
of the Company, American Water Works or any such other Subsidiary is 
subject, or (iii) the 

- 5 -  

charter or by-laws of the Company, American Water Works or any such other 
Subsidiary, except in each case (other than with respect to such charter 

1. 

I reasonably be expected to have a Material Adverse Effect. The Company has 
I full corporate power and corporate authority to authorize, issue and sell 

1 or by-laws) for such breaches, violations or defaults that would not 

j the AWCC Notes as contemplated by this Agreement. American Water Works has 
' e  full corporate power and corporate authority to authorize, issue and sell 
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(k) Patents and Trademarks. The Company, American Water Works and 
the other Subsidiaries own, possess or can acquire on reasonable terms, 
adequate trademarks, trade names and other rights to inventions, 

1 know-how, patents, copyrights, confidential information and other 

necessary to conduct the businesses now operated by them or presently 
employed by them, except where the failure to own, possess or acquire 
such intellectual property rights would not, individually or in the 
aggregate, be reasonably expected to have a Material Adverse Effect; and 
none of the Company, American Water Works, or any other Subsidiary has 
received any notice of infringement of or conflict with asserted rights 

a intellectual property (collectively, "intellectual property rightsg1) 

0 

the AWWC Notes as contemplated by this Agreement. 
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(9) Authorization by American Water Works. This Agreement and the 
Support Agreement have been duly authorized, executed and delivered by 
American Water Works and, assuming due authorization, execution and 
delivery of this Agreement by the Purchaser, such agreements constitute 
valid and legally binding obligations of American Water Works enforceable 
in accordance with their terms, subject to bankruptcy, insolvency, 
fraudulent transfer, reorganization, moratorium and similar laws of 
general applicability relating to or affecting creditors' rights and to 
general equity principles. The AWWC Notes have been duly authorized by 
American Water Works and, at any AWWC Closing, will have been duly 
executed by American Water Works, and when issued and delivered in the 
manner provided for in this Agreement, will constitute valid and binding 
obligations of American Water Works, enforceable against the American 
Water Works in accordance with their terms, subject to bankruptcy, 
insolvency, fraudulent transfer reorganization, moratorium and similar 
laws of general applicability relating to or affecting creditors' rights 

0 

0 

a and to general equity principles. 

(h) Title to Properties; Leases. Except as disclosed in the 
Disclosure Documents, the Company, American Water Works and the 
Subsidiaries have good and marketable title to all real properties and 
all other properties and assets owned by them that are necessary to the 
conduct of their respective businesses as presently conducted, in each 
case free from liens, encumbrances and defects that would materially 
affect the value thereof or materially interfere with the use made or to 
be made thereof by them; and except as disclosed in the Disclosure 
Documents, the Company, American Water Works and the Subsidiaries hold 
any leased real or personal property that are necessary to the conduct of 
their respective businesses as presently conducted under valid and 
enforceable leases with no exceptions that would materially interfere 
with the use made or to be made thereof by them. 

(i) Licenses, Permits. The Company, American Water Works and the 
other Subsidiaries possess adequate certificates, authorities or permits 
issued by appropriate governmental agencies or bodies necessary to 
conduct in all material respects the businesses now operated by them and 
have not received any notice of proceedings relating to the revocation or 
modification of any such certificate, authority or permit that, if 
determined adversely to the Company, American Water Works or any of the 
other Subsidiaries, would individually or in the aggregate reasonably be 
expected to have a Material Adverse Effect. 

e (j) Labor Disputes. No labor dispute with the employees of the 
Company, American Water Works or any other Subsidiary exists or, to the 
knowledge of the 

-6- 

Company or American Water Works, is imminent, that would reasonably be 
expected to have a Material Adverse Effect. 

I *  
I 
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of others with respect to any intellectual property rights that, if 
determined adversely to the Company, American Water Works or any other 
Subsidiary, would individually or in the aggregate reasonably be expected 
to have a Material Adverse Effect. 

(1) Environmental Matters. Except as disclosed in the Disclosure 
Documents and as set forth in Section 3.01(j) of the Company Disclosure 
Schedule to the Merger Agreement, neither the Company, American Water 
Works nor any of the other Subsidiaries is in violation of any statute, 
any rule, regulation, decision or order of any governmental agency or 
body or any court, domestic or foreign, relating to the use, disposal or 
release of hazardous or toxic substances or relating to the protection or 
restoration of the environment or human exposure to hazardous or toxic 
substances (collectively, "environmental laws''), owns or operates any 
real property contaminated with any substance that is subject to any 
environmental laws, is liable for any off-site disposal or contamination 
pursuant to any environmental laws, or is subject to any claim relating 
to any environmental laws, which violation, contamination, liability or 
claim would individually or in the aggregate reasonably be expected to 
have a Material Adverse Effect; and neither the Company nor American 
Water Works is aware of any pending investigation which might lead to 
such a claim. 

(m) Litigation; Observance of Agreements, Statutes and Orders. 
Except as disclosed in the Disclosure Documents and as set forth in 
Section 3.01(9) of the Company Disclosure Schedule to the Merger 
Agreement, there are no pending actions, suits or proceedings against or 
affecting the Company, American Water Works or any of the Subsidiaries or 
any of their respective properties that, if determined adversely to the 
Company, American Water Works or any of the Subsidiaries, would 
individually or in the aggregate reasonably be expected to have a 
Material Adverse Effect, or that are otherwise material in the context of 
the sale of the Notes; and no such actions, suits or proceedings are, to 
the Company's or American Water Works' knowledge, threatened. None of 
American Water Works, the Company or any other Subsidiary is, to the 
knowledge of American Water Works or the Company, in default under any 
term of any agreement or instrument to which it is a party or by which it 
is bound, or any order, judgment, decree or ruling of any court, 
arbitrator or governmental authority or is in violation of any applicable 
law, ordinance, rule or regulation (including, without limitation, 
environmental laws) of any governmental authority, which default or 

- 7 -  

violation, individually or in the aggregate, would reasonably be expected 
to have a Material Adverse Effect. 

(n) Financial Statements. The financial statements included in the 
Disclosure Documents present fairly in all material respects the 
financial position of American Water Works and its consolidated 
subsidiaries as of the dates shown and their results of operations and 
cash flows €or the periods shown, and such financial statements have been 
prepared in conformity with GAAP applied on a consistent basis, except as 
otherwise disclosed therein. 

(0) Absence of Material Adverse Change. Except as disclosed in the 
Disclosure Documents filed prior to the date of this Agreement, since the 
date of the latest audited financial statements included in the 
Disclosure Documents filed prior to the date of this Agreement there has 
been no development or event that would reasonably be expected to result 
in a Material Adverse Effect and, except as disclosed in or contemplated 
by the Disclosure Documents and as disclosed in or contemplated by 
Section 3.01(f) of the Merger Agreement, there has been no dividend or 
distribution of any kind declared, paid or made by American Water Works 
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on any class of its capital stock 

(p) Investment Company. None of American Water Works, the Company or 
any other Subsidiary is or, after giving effect to the sale of the Notes 
and the application of the proceeds thereof, will be an I1investment 
companyq1 as defined in the Investment Company Act of 1940 (the Ill940 
Act"). The Company has received an order from the Commission exempting it 
from all provisions of the 1940 Act, a copy of which has been delivered 
to the Purchaser. None of American Water Works, the Company or any other 
Subsidiary is subject to regulation under the Public Utility Holding 
Company Act of 1935, as amended, or the Federal Power Act, as amended. 

(9) Private Offering. Neither American Water Works nor the Company 
has, directly or indirectly, sold or offered, or attempted to offer or 
dispose of, any of the Notes to or solicited any offers to buy any of the 
Notes from, or otherwise approached or negotiated in respect thereof 
with, any Person, other than the Purchaser. 

(r) ERISA. Neither American Water Works nor any Subsidiary has 
incurred any accumulated funding deficiency within the meaning of ERISA; 
and neither American Water Works nor any Subsidiary has incurred any 
material liability to the PBGC established under ERISA in connection with 
any employee pension benefit plan established or maintained by American 
Water Works or any Subsidiary other than for premium payments, all of 
which have been made when due. 

( s )  Use of Proceeds; Margin Regulations. The Company will apply up 
to $901,500,000 of the proceeds from the sale of the AWCC Notes toward 
the purchase price of the water and wastewater assets of Citizens 
Communications Company (f/k/a Citizens Utilities Company) pursuant to 
those certain Asset Purchase Agreements dated as of October 1 5 ,  1999, and 
$148,500,000 of the proceeds of the sale of the AWCC Notes to repay 
short-term borrowings and for general corporate purposes. American Water 
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Works will apply the entire proceeds of the sale of the AWWC Notes toward 
the purchase price of the capital stock of Azurix Industrials Corp. and 
Azurix America Corp. pursuant to that Purchase and Sale Agreement dated 
as of August 2 ,  2 0 0 1 .  No part of the proceeds from the sale of the Notes 
hereunder will be used, directly or indirectly, €or the purpose of buying 
or carrying any margin stock within the meaning of Regulation U of the 
Board of Governors of the Federal Reserve System (12 CFR 2211, or for the 
purpose of buying or carrying or trading in any securities under such 
circumstances as to involve American Water Works or the Company in a 
violation of Regulation X of said Board ( 1 2  CFR 2 2 4 )  or to involve any 
broker or dealer in a violation of Regulation T of said Board ( 1 2  CFR 
2 2 0 ) .  Neither American Water Works nor the Company owns any margin stock 
in an amount in excess of 5 %  of consolidated total assets. As used in 
this paragraph, the terms "margin stock" and I1purpose of buying or 
carrying" shall have the meanings assigned to them in said Regulation U. 

SECTION 6. REPRESENTATIONS OF THE PURCHASER. 

Section 6.1. Purchase for Investment. The Purchaser represents that it is 
purchasing the Notes for its own account and not with a view to the 
distribution thereof that would violate the Securities Act. The Purchaser 

and may be resold only if registered pursuant to the provisions of the 
Securities Act or if an exemption from registration is available, except under 
circumstances where neither such registration nor such an exemption is 
required by law. 

understands that the Notes have not been registered under the Securities Act 1 
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SECTION 7. INFORMATION AS TO AMERICAN WATER WORKS AND THE COMPANY. 

Page 3 1 of 56 

Section 7.1. Financial and Business Information. American Water Works and 
the Company, as the case may be, shall deliver to each holder of Notes that is 
an Institutional Investor: 

(a) Quarterly Statements. Within 60 days after the end of each of 
the first three quarterly fiscal periods of each year or within 10 days 
of filing with the Securities and Exchange Commission, whichever is 
earlier: 

(i) a comparative consolidated balance sheet of American Water 
Works and its Subsidiaries, as at the end of each such quarterly 
fiscal period and as of the end of the immediately preceding fiscal 
year; and 

0 

e 

(ii) comparative consolidated statements of income and retained 
earnings of American Water Works and its Subsidiaries, fo r  the three 
months then ended and for the portion of the fiscal year to the end 
of such quarterly period and for the corresponding periods of the 
previous fiscal year and a comparative consolidated statement of 
changes in cash flows of American Water Works and its Subsidiaries, 
for the portion of the fiscal year to the end of such quarterly 
period and for the corresponding period of the previous fiscal year; 

all in reasonable detail and accompanied by a certificate of a Senior 
Financial Officer of American Water Works that such financial statements 
have been prepared in accordance with GAAP and fairly present, in all 
material respects, the financial position of the 
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companies being reported on and their results of operations and cash 
flows; provided that delivery within the time period specified above of 
copies of the American Water Works Quarterly Report on Form 10-Q €or such 
quarter prepared in compliance with the requirements therefor and filed 
with the Securities and Exchange Commission shall be deemed to satisfy the 
requirements of this Section 7.l(a). 

(b) Annual Statements. Within 100 days after end of each fiscal year 
or within 10 days of filing with the Securities and Exchange Commission, 
whichever is earlier: 

(i) a comparative consolidated balance sheet of American Water 
Works and its Subsidiaries as at the end of such year and the 
previous fiscal year; and 

(ii) comparative consolidated statements of income, surplus, 
retained earnings and cash flows of American Water Works and its 
Subsidiaries for such year and for the previous fiscal year; ' 0  

I all in reasonable detail and in the case of the consolidated statements 
certified by independent accountants to have been prepared in accordance 
with GAAP and fairly present, in all material respects, the financial 
position of the companies being reported on and their results of 
operations and cash flows; provided that the delivery within the time 
period specified above of the Company's Annual Report on Form 10-K for 
such fiscal year (together with the Company's annual report to 
shareholders, if any, prepared pursuant to Rule 14a-3 under the Exchange 
Act (to the extent required to be filed)) prepared in accordance with the 
requirements therefor and filed with the Securities and Exchanse 

0 

0 
Commission shall be deemed to satisfy the requirements of this-Section 
7.l(b). 
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(c) Balance Sheet of Company. Concurrently with the delivery of the 
financial statements referred to in paragraphs (a) and (b) of this 
Section 7.1, the Company shall deliver to holders of the AWCC Notes an 
unaudited balance sheet of the Company, as at the end of each such 
quarterly or annual fiscal period and as of the end of the immediately 
preceding fiscal year, all in reasonable detail and accompanied by a 
certificate of a Senior Financial Officer of American Water Works that 
such financial statements have been prepared in accordance with GAAP. 

0 

, (d) Statement as to Default, Notices. Concurrently with the delivery 
of the financial statements referred to in this Section 7.1, a 
certificate, signed by a Senior Financial Officer of American Water Works 
(in the case of the AWWC Notes) or of the Company and American Water 
Works (in the case of the AWCC Notes) stating whether or not to the best 
knowledge of the signers thereof the Company or American Water Works, as 
the case may be, is in Default in the performance and observance of any 
of the terms, provisions and conditions of this Agreement and, if the 
Company or American Water Works shall be in Default, specifying all such 
Defaults and the nature and status thereof of which they may have 
knowledge. In addition, the Company or American Water Works, as 
applicable, will deliver to the holders of the Notes, within ten days 
after the occurrence thereof, written notice of (i) any Default pursuant 
to Section 11.1 

0 
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or Section 11.2 and (ii) any event or any contest that if adversely 
determined would result in the occurrence of an Event of Default under 
Section 11.1 (g) . 

(e) Public Information. Promptly upon transmission thereof, copies 
of such financial statements and reports as American Water Works shall 
send to the Securities and Exchange Commission, the New York Stock 
Exchange or to its stockholders in any general mailing. 

(f) Requested Information. With reasonable promptness, such other 
data and information relating to the business, operations, affairs, 
financial condition, assets or properties of American Water Works, the 
Company or any other Subsidiary or relating to the ability of the Company 
or American Water Works to perform its respective obligations hereunder 
and under the Notes, as from time to time may be reasonably requested by 
any such holder of Notes. 

(9) Deliveries Under the Merger Agreement. In the event the 
information required to be delivered by any of paragraphs (a), (b 
of this Section 7.1 is delivered to the Purchaser pursuant to the 
of the Merger Agreement, such delivery shall be deemed to satisfy 
requirements of such paragraph of this Section 7.1 with regard to 
Purchaser. 

Section 7.2. Inspection. American Water Works will permit any 

or (c) 
terms 
the 
the 

Institutional Investor that is a holder of 10% or more of-the aggregate 
principal amount of any series of the outstanding Notes, and any agents or 
representatives of such holder designated by such holder, at all reasonable 
intervals and places and upon reasonable prior written notice, to (i) examine 
the books of account, records, reports and other papers of American Water 
Works and its Subsidiaries and to make copies and extracts therefrom for the 
purpose of determining whether American Water Works is complying with the 
terms and provisions of this Agreement, (ii) visit and inspect, under the 
guidance of American Water Works, the properties of American Water Works or of 
any of its Subsidiaries and (iii) discuss its or their affairs, finances and 
accounts with, and be advised as to the same by, its or their officers; 

0 provided that unless an Event of Default has occurred and is continuing no 

Page 32 of 56 

I http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3 188 1 9%2D00003 1 88 1 9... 3/14/02 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3


e 

0 

a 

e 

e 

e 

e 

e 

e 

EDGAR ONLINE SEC Filing 
such visit to, inspection of or discussions with officers of, any Subsidiary 
shall be permitted if the book value of American Water Works' investment 
therein (as determined in accordance with GAAP) is less than 2 %  of all of 
American Water Works' investments in its Subsidiaries. So long as any Default 
or Event of Default shall have occurred and shall be continuing, all expenses 
incurred by an Institutional Investor in the exercise of any rights under this 
Section shall be borne by the Company. 

SECTION 8. PREPAYMENT OF THE NOTES. 

Section 8.1. Final Maturity. The entire unpaid principal amount of each 
Note shall become due and payable on November 6 ,  2 0 0 6 .  

Section 8.2. Optional Prepayments with Make-Whole Amount. Either the 
Company or American Water Works may, at its option, upon notice as provided 
below, prepay at any time all, or from time to time any part of, the AWCC 
Notes or the AWWC Notes, respectively, at 100% of the principal amount so 
prepaid, and accrued interest thereon to the date of such prepayment, 

-11- 

plus the Make-Whole Amount determined in accordance with Section 8.6 for the 
prepayment date with respect to such principal amount. Either the Company or 
American Water Works, as the case may be, will give each holder of AWCC Notes 
or AWWC Notes, as applicable, written notice of each optional prepayment under 
this Section 8 . 2  not less than 30 days and not more than 60 days prior to the 
date fixed for such prepayment. Each such notice shall specify such date, the 
aggregate principal amount of the Notes to be prepaid on such date, the 
principal amount of each Note held by such holder to be prepaid (determined in 
accordance with Section 8.3), and the interest to be paid on the prepayment 
date with respect to such principal amount being prepaid, and shall be 
accompanied by a certificate of a Senior Financial Officer as to the estimated 
Make-Whole Amount due in connection with such prepayment (calculated as if the 
date of such notice were the date of the prepayment), setting forth the 
details of such computation. Two Business Days prior to such prepayment, the 
Company or American Water Works, as the case may be, shall deliver to each 
holder of AWCC Notes or AWWC Notes, as applicable, a certificate of a Senior 
Financial Officer specifying the calculation of such Make-Whole Amount as of 
the specified prepayment date. The holders of the Notes then to be prepaid 
shall be reasonably satisfied that such calculation of the Make-Whole Amount 
has been made in accordance with this Section 8. 

Section 8.3. Allocation of Partial Prepayments. In the case of each 
partial prepayment of the Notes, the principal amount of the Notes to be 
prepaid shall be allocated among all of the Notes of that series at the time 
outstanding in proportion, as nearly as practicable, to the respective unpaid 
principal amounts thereof not theretofore called for prepayment. 

Section 8.4. Maturity; Surrender, etc. In the case of each prepayment of 
Notes pursuant to this Section 8, the principal amount of each Note to be 
prepaid shall mature and become due and payable on the date fixed for such 
prepayment, together with interest on such principal amount accrued to such 
date and the applicable Make-Whole Amount, if any. From and after such date, 
unless the Company or American Water Works, as the case may be, shall fail to 
pay such principal amount when so due and payable, together with the interest 

a and Make-Whole Amount, if any, as aforesaid, interest on such principal amount 
shall cease to accrue. Any Note paid or prepaid in full shall be surrendered 
to the Company or American Water Works, as the case may be, upon written 
request and cancelled and shall not be reissued, and no Note shall be issued 
in lieu of any prepaid principal amount of any Note. 

Section 8.5. Purchase of Notes. The Company will not and will not permit 
any Affiliate to purchase, redeem, prepay or otherwise acquire, directly or 
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indirectly, any of the outstanding AWCC Notes and American Water Works will 
riot and will not permit any Affiliate to purchase, redeem, prepay or otherwise 
acquire, directly or indirectly, any of the outstanding AWWC Notes except (a) 
upon the payment or prepayment of the Notes in accordance with the terms of 
this Agreement and the Notes or (b) pursuant to an offer to purchase made by 
the Company, American Water Works, or an Affiliate pro rata to the holders of 
all Notes of at the time outstanding upon the same terms and conditions. Any 
such offer shall provide each holder with sufficient information to enable it 
to make an informed decision with respect to such offer, and shall remain open 
for at least ten Business Days. If the holders of more than 20% of the 
principal amount of the Notes then outstanding accept such offer, the Company 
or American Water Works, as the case may be, shall promptly notify the 
remaining holders of such fact and the expiration date for the acceptance by 
holders of Notes of such offer shall be extended by the 
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number of days necessary to give each such remaining holder at least ten 
Business Days from its receipt of such notice to accept such offer. The 
Company or American Water Works, as the case may be, will promptly cancel all 
Notes acquired by it or any Affiliate pursuant to any payment, prepayment or 
purchase of Notes pursuant to any provision of this Agreement and no Notes may 
be issued in substitution or exchange for any such Notes. 

Section 8.6. Make-Whole Amount. The term llMake-Whole Amount" means, with 
respect to any Note, an amount equal to the excess, if any, of the Discounted 
Value of the Remaining Scheduled Payments with respect to the Called Principal 
of such Note over the amount of such Called Principal, provided that the 
Make-Whole Amount may in no event be less than zero. For the purposes of 
determining the Make-Whole Amount, the following terms have the following 
meanings : 

"Called Principalll means, with respect to any Note, the principal of 
such Note that is to be prepaid pursuant to Section 8.2 or has become or 
is declared to be immediately due and payable pursuant to Section 12.1 or 
12.2, as the context requires. 

IIDiscounted Valueu1 means, with respect to the Called Principal of 
any Note, the amount obtained by discounting all Remaining Scheduled 
Payments with respect to such Called Principal from their respective 
scheduled due dates to the Settlement Date with respect to such Called 
Principal, in accordance with accepted financial practice and at a 
discount factor (applied on the same periodic basis as that on which 
interest on the Notes is payable) equal to the Reinvestment Yield with 
respect to such Called Principal. 

"Reinvestment Yield" means, with respect to the Called Principal of 
any Note, 0.50% (or if at any time the Company or American Water Works, 
as the case may be, shall agree to a lesser spread over a U.S. Treasury 
obligation for purposes of calculating the make whole amount or any other 
yield maintenance formula in connection with the issuance of debt 
obligations of the Company or American Water Works, as the case may be, 
having a weighted average life to maturity which is five or more years 
from the date of issue of such debt obligation, then such lesser spread 
shall automatically be substituted for .50% from and after the issuance 
of such other debt obligation and the Company or American Water Works, as 
the case may be, shall promptly so notify the holders of such change) 
over the yield to maturity implied by (i) the yields reported, as of 
1 O : O O  A.M. (New York City time) on the second Business Day preceding the 
Settlement Date with respect to such Called Principal, on the display 
designated as tlPX-lll on the Bloomberg Financial Market Screen (or such 
other display as may replace r l P X - l l '  on the Bloomberg Financial Market 
Screen) for actively traded U.S. Treasury securities having a maturity 
equal to the Remaining Average Life of such Called Principal as of such 
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Settlement Date, or (ii) if such yields are not reported as of such time 
or the yields reported as of such time are not ascertainable, the 
Treasury Constant Maturity Series Yields reported, for the latest day for 
which such yields have been so reported as of the second Business Day 
preceding the Settlement Date with respect to such Called Principal, in 
Federal Reserve Statistical Release H.15 (519) (or any comparable 
successor publication) for actively traded U.S. Treasury securities 
having a constant maturity equal to the Remaining Average Life of such 
Called Principal as of such Settlement Date. Such implied yield will be 
determined, if necessary, by (a) converting U.S. Treasury bill quotations 
to bond-equivalent yields in 

-13- 

accordance with accepted financial practice and (b) interpolating 
linearly between (1) the actively traded U.S. Treasury security with the 
maturity closest to and greater than the Remaining Average Life and ( 2 )  
the actively traded U . S .  Treasury security with the maturity closest to 
and less than the Remaining Average Life. 

"Remaining Average Life" means, with respect to any Called 
Principal, the number of years (calculated to the nearest one-twelfth 
year) obtained by dividing (i) such Called Principal into (ii) the sum of 
the products obtained by multiplying (a) the principal component of each 
Remaining Scheduled Payment with respect to such Called Principal by (b) 
the number of years (calculated to the nearest one-twelfth year) that 
will elapse between the Settlement Date with respect to such Called 
Principal and the scheduled due date of such Remaining Scheduled Payment. 

"Remaining Scheduled Payments" means, with respect to the Called 
Principal of any Note, all payments of such Called Principal and interest 
thereon that would be due after the Settlement Date with respect to such 
Called Principal if no payment of such Called Principal were made prior 
to its scheduled due date, provided that if such Settlement Date is not a 
date on which interest payments are due to be made under the terms of the 
Notes, then the amount of the next succeeding scheduled interest payment 
will be reduced by the amount of interest accrued to such Settlement Date 
and required to be paid on such Settlement Date pursuant to Section 8 . 2 ,  
12.1 or 1 2 . 2 .  

IISettlement Date" means, with respect to the Called Principal of any 
Note, the date on which such Called Principal is to be prepaid pursuant 
to Section 8 . 2  or has become or is declared to be immediately due and 
payable pursuant to Section 1 2 . 1  or 1 2 . 2 ,  as the context requires. 

SECTION 9. AFFIRMATIVE COVENANTS. 

Section 9.1. Corporate Existence. (a) So long as any of the AWCC Notes 
are outstanding, subject to Sections 10.2 and 10.3, the Company will do or 
cause to be done all things necessary to preserve and keep in full force and 
effect its corporate existence and its rights (charter and statutory) and 
franchises. 

(b) So long as any of the Notes are outstanding, except as 
contemplated by the Merger Agreement (so long as the Merger Agreement has not 
been terminated pursuant to Article VI1 thereof) and subject to Sections 1 0 . 2  
and 10.3 hereof, American Water Works will do or cause to be done all things 
necessary to preserve and keep in full force and effect its corporate 
existence. 

t 

Section 9 . 2 .  Support Agreement. S o  long as any of the AWCC Notes are 
outstanding, each of the Company and American Water Works covenants and agrees 
€or the benefit of the holders of the AWCC Notes that (1) it will perform its 
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respective obligations under the Support Agreement, and (2) it will not agree 
to any amendment or termination of the Support Agreement as in effect on the 
date of this Agreement, except in accordance with the terms of the Support 
Agreement as in effect on the date of this Agreement. The holders of AWCC 
Notes are entitled to the benefits of the Support Agreement available to 
Lenders (as defined in the Support Agreement), it being understood and agreed 
that the AWCC Notes constitute Debt (as defined in the Support 

-14- 

Agreement) for purposes of the Support Agreement. If the Company and American 
Water Works shall at any time modify the obligations of American Water Works 
under the Support Agreement (whether by amendment or supplement thereto) for 
the benefit of any holder of any Debt of the Company, the Company and American 
Water Works shall also provide in such amendment or supplement that the 
benefits of such modification extend to the AWCC Notes and the holders 
thereof. If American Water Works shall at any time enter into another form of 
support agreement or guaranty of indebtedness of the Company (or any other 
Subsidiary that is primarily engaged in the financing of the business of 
American Water Works or its utility Subsidiaries) that is to be sold in a 
public offering that has been registered under the Securities Act, then 
American Water Works shall also enter into an amendment of the Support 
Agreement or guaranty providing the same benefits to the AWCC Notes and the 
holders thereof. 

Section 9.3. Maintenance of Properties. (a) So long as any of the AWCC 
Notes are outstanding, except as permitted pursuant to Section 4.01(a) (v) of 
the Merger Agreement (so long as the Merger Agreement has not been terminated 
pursuant to Article VI1 thereof), the Company will cause all properties used 
or held for use in the conduct of its businesses to be maintained and kept in 
good condition, repair and working order and supplied with all necessary 
equipment and will cause to be made all necessary repairs, renewals, 
replacements, betterments and improvements thereof, all as may be necessary so 
that the businesses carried on in connection therewith may be properly and 
advantageously conducted at all times; provided, that nothing in this Section 
9.3(a) shall prevent the Company from discontinuing the operation or 
maintenance of any of such properties or disposing of them if such 
discontinuance or disposal is, in the judgment of the Company, desirable in 
the conduct of its business and not disadvantageous in any material respect to 
the holders of AWCC Notes. 
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(b) So long as any of the Notes are outstanding, except as permitted 
pursuant to Section 4.01(a) (v) of the Merger Agreement (so long as the Merger 
Agreement has not been terminated pursuant to Article VI1 thereof), American 
Water Works will cause all properties used or held for use in the conduct of 
its businesses, and will cause all properties used or held €or use in the 
business of its Subsidiaries, to be maintained and kept in good condition, 
repair and working order and supplied with all necessary equipment and will 
cause to be made all necessary repairs, renewals, replacements, betterments 
and improvements thereof, all as may be necessary so that the businesses 
carried on in connection therewith may be properly and advantageously 
conducted at all times; provided, that nothing in this Section 9.3 shall 
prevent American Water Works from discontinuing the operation or maintenance 
of any of such properties or disposing of them if such discontinuance or 
disposal is, in the judgment of the American Water Works, desirable in the 
conduct of its business and not disadvantageous in any material respect to the 
holders of Notes. 

Section 9.4. Payment of Taxes and Other Claims. (a) So long as any of the 
AWCC Notes are outstanding, the Company will pay or discharge or cause to be 
paid or discharged, before the same shall become delinquent, (1) all taxes, 
assessments and governmental charges levied or imposed upon it or upon the 
income, profits or property of the Company, and ( 2 )  all lawful claims for 
labor, materials and supplies which, if unpaid, would by law become a lien 
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upon the property of the Company; provided, that the Company shall not be 
required to pay or discharge or cause to be paid or discharged any such tax, 
assessment, charge or claim whose 
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amount, applicability or validity is being contested in good faith by 
appropriate proceedings and for which the Company has set aside on its books 
adequate reserves with respect thereto in accordance with GAAP.. 

(b) So long as any of the Notes are outstanding, American Water Works 
will, and will cause each of its Subsidiaries to, pay or discharge or cause to 
be paid or discharged, before the same shall become delinquent, (1) all taxes, 
assessments and governmental charges levied or imposed upon it or upon the 
income, profits or property of American Water works and each such Subsidiary, 
and (2) all lawful claims for labor, materials and supplies which, if unpaid, 
would by law become a lien upon the property of American Water Works and each 
such Subsidiary; provided, that American Water Works and each such Subsidiary 
shall not be required to pay or discharge or cause to be paid or discharged 
any such tax, assessment, charge or claim whose amount, applicability or 
validity is being contested in good faith by appropriate proceedings and for 
which American Water Works has set aside on its books adequate reserves with 
respect thereto in accordance with GAAP. 

Section 9 . 5 .  Nature of Business of the Company. So long as any of the 
AWCC Notes are outstanding, the company will at all times remain engaged 
solely in the business of financing the capital requirements of American Water 
Works and its utility Subsidiaries and activities reasonably related thereto, 
including, without limitation, cash management activities, all treasury 
activities and loan administration for such subsidiaries. 

Section 9.6. Rating of the Notes. In the event that the Merger Agreement 
is terminated pursuant to Article VI1 thereof, American Water Works or the 
Company, as applicable, shall use its best reasonable efforts to obtain a 
rating for the Notes from Standard & Poor’s Rating Group and Moody’s Investor 
Service, Inc. within 30 days of such termination; provided that if at such 
time either such rating agency shall cease to be in the business of rating 
corporate debt, an organization as shall be mutually agreed by American Water 
Works, the Company and the Purchaser shall be substituted therefore. 

Section 9.7. Transfer of Notes. In the event that the Merger Agreement is 
terminated pursuant to Article VI1 thereof, then at such time as the Purchaser 
notifies American Water Works that it intends to transfer any of the Notes it 
holds, (i) American Water Works shall actively assist the Purchaser in 
transferring such notes to a third party, which assistance shall include, but 
is not limited to (a) assisting in the preparation of marketing materials to 
be used in connection with the transfer of the Notes and (b) the hosting of 
one or more meetings of prospective transferees and (ii) none of American 
Water Works, the Company or any other Subsidiary shall offer, sell, contract 
to sell or otherwise dispose of any securities substantially similar to the 
Notes so long as such offer, sale or disposition would impair the ability of 
the Purchaser to transfer the Notes; provided, however, that such obligations 
of American Water works are subject to the condition that such transfer by the 
Purchaser shall not be in violation of any applicable federal or state 
securities laws. 

SECTION 10. NEGATIVE COVENANTS. 
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Section 10.1. Restrictions on Liens. (a) Neither American Water Works (so 
long as any of the AWWC Notes are outstanding) nor the Company (so long as any 
of the AWCC Notes are 
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outstanding) will issue, assume or guarantee any indebtedness for money 
borrowed (hereinafter in this Section 10.1 referred to as "Debt"), secured by 
any mortgage, security interest, pledge, lien or other encumbrance 
(hereinafter in this Section 10.1 called "mortgage" or "mortgagesI1) upon any 
property of American Water Works or the Company, as the case may be, without 
in any such case effectively securing, prior to or concurrently with the 
issuance, assumption or guarantee of any such Debt, the Notes (together with, 
if American Water Works or the Company shall so determine, any other Debt of 
or guaranteed by American Water Works or the Company, as the case may be, 
ranking equally with the Notes and then existing or thereafter created) 
equally and ratably with (or prior to) such Debt; provided, that the foregoing 
restrictions shall not apply to nor prevent the creation or existence of: 

(i) mortgages on any property, acquired, constructed or improved by 
American Water Works or the Company after the date of this Agreement, and 
any improvements thereon, accessions thereto or other property acquired 
or constructed for use in connection therewith or related thereto, that 
are created or assumed prior to or contemporaneously with, or within 180 
days after, such acquisition or completion of such construction or 
improvement, or within one year thereafter pursuant to a firm commitment 
for financing arranged with a lender or investor within such 180-day 
period, to secure or provide for the payment of all or any part of the 
purchase price of such property or the cost of such construction or 
improvement incurred after the date of this Agreement, or, in addition to 
mortgages contemplated by clauses (ii) and (iii) below, mortgages on any 
property existing at the time of acquisition thereof; provided, that the 
mortgages shall not extend to any property theretofore owned by American 
Water Works or the Company other than, in the case of any such 
construction or improvement, (1) unimproved real property on which the 
property so constructed or the improvement is located, (2) other property 
(or improvement thereon) that is an improvement to or is acquired or 
constructed for use in connection therewith or related thereto, ( 3 )  any 
right and interest under any agreement or other documents relating to the 
property being so constructed or improved or such other property and ( 4 )  
the stock of any Subsidiary created or maintained for the primary purpose 
of owning the property so constructed or improved; 

(ii) existing mortgages on any property of a Person which is 
acquired by, merged with or into or consolidated with American Water 
Works or the Company; provided, that mortgages shall not extend to any 
property theretofore owned by American Water Works or the Company; , 

(iii) mortgages, security interests, pledges, liens or other 
encumbrances to secure Debt of the Company to American Water Works; 

(iv) mortgages, security interests, pledges, liens or other 
encumbrances in favor of the United States of America, any State, any 
foreign country or any department, agency or instrumentality or political 
subdivision of any such jurisdiction, to secure partial, progress, 
advance or other payments pursuant to any contract or statute or to 
secure any Debt incurred for the purpose of financing all or any part of 
the purchase price or the cost of constructing or improving the property 
subject to such mortgages, security 

-17- 

interests, pledges, liens or other encumbrances including, without 
limitation, mortgages to secure Debt of the industrial revenue bond type; 

(v) mortgages to secure Debt of American Water Works or the Company 
maturing within 12 months from the creation thereof and incurred in the 
ordinary courae of buoineeo; 
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(vi) mortgages existing on the date of this Agreement; and 

(vii) mortgages for the purposes of extending, renewing or replacing 
in whole or in part Debt secured by any mortgage referred to in the 
foregoing clauses (i) to (vi), inclusive, or this clause (vii); provided, 
that the principal amount of Debt secured thereby shall not exceed the 
principal amount of Debt so secured at the time of such extension, 
renewal or replacement, and that such extension, renewal or replacement 
shall be limited to all or a part of the property or Debt that secured 
the mortgage so extended, renewed or replaced (plus improvements on such 
property). 

Notwithstanding the foregoing, nothing herein shall be deemed (1) to prohibit 
the Company from assuming or guaranteeing any Debt of American Water Works or 
any Subsidiary of American Water Works (other than the Company), which Debt is 
secured by assets of American Water Works or any Subsidiary of American Water 
Works (other than the Company), or (2) to prohibit American Water Works from 
assuming or guaranteeing any Debt of any of its Subsidiaries, which Debt is 
secured by the assets of any Subsidiary of American Water Works, or(3) to 
prohibit American Water Works or the Company (or any other Subsidiary) from 
securing Debt with accounts receivable in an accounts receivable financing. 

(b) The provisions of subsection (a) of this Section 10.1 shall not apply 
to the issuance, assumption or guarantee by American Water Works or the 
Company of Debt secured by a mortgage that would otherwise be subject to the 
foregoing restrictions up to an aggregate amount that does not at the time 
exceed 10% of Consolidated Net Tangible Assets. 

(c) If at any time American Water Works or the Company shall issue, 
assume or guarantee any Debt secured by any mortgage and if subsection (a) of 
this Section 10.1 requires that the Notes be secured equally and ratably with 
such Debt, American Water Works or the Company, as the case may be, will 
promptly deliver to holders of the Notes an Officers' Certificate stating 
that, and Opinion of Counsel to the effect that, the covenants of American 
Water Works or the Company, as the case may be, contained in subsection (a) of 
this Section 10.1 have been complied with. 

Section 10.2. Company and American Water Works May Consolidate, Etc., 
Only on Certain Terms. Except as contemplated pursuant to the terms of the 
Merger Agreement (so long as the Merger Agreement has not been terminated 
pursuant to Article VI1 thereof), neither the Company nor American Water Works 
shall consolidate with or merge into any other Corporation or convey, transfer 
or lease its properties and assets substantially as an entirety to any Person, 
unless : 

(1) the Corporation formed by any such consolidation or into which 
it is merged or the Person that acquires by conveyance or transfer, or 
that leases, its properties 

-18- 
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and assets substantially as an entirety shall be a Corporation 
organized and existing under the laws of the United States of America, 
any State thereof or the District of Columbia and shall expressly assume 
the due and punctual payment of the principal of (and premium, if any) 
and interest on the Notes issued by the company so consolidated, merged 
or acquired, the performance of every covenant of this Agreement on the 
part of the Company or American Water Works, as applicable, and in the 
case of American Water Works, all the obligations under the Support 
Agreement to be performed or observed; 
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(2) immediately after giving effect to such transaction, no Event of 
Default, and no event that, after notice or lapse of time or both, would 
become an Event of Default, shall have happened and be continuing; and 
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( 3 )  the Company or American Water Works, as applicable, has 
delivered to the holders of the Notes an Officers' Certificate and an 
Opinion of Counsel, each stating that such consolidation, merger, 
conveyance, transfer or lease complies with this Section 10.2 and that 
all conditions precedent herein provided for relating to such transaction 
have been complied with. 

Each of the Company and American Water Works covenants and agrees that if, 
upon its consolidation with or merger into any other Corporation, or upon any 
consolidation or merger of any other Corporation with or into it, or upon any 
sale or conveyance of all or substantially all of its property and assets to 
any other Corporation, any of its property or any property of its 
Subsidiaries, if any, would thereupon become subject to any mortgage, security 
interest, pledge, lien or other encumbrance not permitted by Section 10.1 
hereof, prior to or concurrently with such consolidation, merger, sale or 
conveyance, it will effectively secure the AWCC Notes or AWWC Notes, as 
applicable, (equally and ratably with (or prior to) any other indebtedness of 
or guaranteed by it then entitled thereto) by a direct lien, on such of its 
property or such property of a Subsidiary or such indebtedness issued by a 
Subsidiary, prior to all liens other than any theretofore existing thereon. 

Section 10.3. Successor Corporation Substituted. Upon any consolidation 
by the Company or American Water works with or merger by the Company or 
American Water Works into any other Corporation or any conveyance, transfer or 
lease of either the Company's or American Water Works' properties and assets 
substantially as an entirety in accordance with Section 10.2, the successor 
Corporation formed by such consolidation or into which it is merged or to 
which such conveyance, transfer or lease is made shall succeed to, and be 
substituted for, and may exercise every right and power of, the Company or 
American Water Works, as applicable, under this Agreement with the same effect 
as if such successor Corporation had been named as the Company or American 
Water Works, as applicable, herein, and thereafter, except in the case of a 
lease, the predecessor Corporation shall be relieved of all obligations and 
covenants under this Agreement, the Notes and, in the case of American Water 
Works, the Support Agreement. 

SECTION 11. EVENTS OF DEFAULT. 

-19- 

Section 11.1. Events of Default for the AWCC Notes. "Event of Default," 
with respect to the AWCC Notes means any one of the following events (whatever 

involuntary or be effected by operation of law or pursuant to any judgment, 
decree or order of any court or any order, rule or regulation of any 
administrative or governmental body): 

the reason for such Event of Default and whether it shall be voluntary or 

(a) the Company defaults in the payment of any interest upon any 
AWCC Note when it becomes due and payable and continuance of such default 
for a period of 10 days; or 

(b) the Company defaults in the payment of the principal of (or Make 
Whole Amount, if any, on) any AWCC Note when the same becomes due and 
payable, whether at maturity or a date fixed for prepayment or by 
declaration of acceleration or otherwise and continuance of such default 
for a period of three Business Days thereafter; or 

I 
0 

(c) the Company or American Water Works defaults in the performance 
I of or breaches any covenant or warranty of the Company or American Water 

Works, as the case may be, in this Agreement or the Support Agreement 
(other than a covenant or warranty a default in whose performance or 
whose breach is elsewhere in this Section 11.1 specifically dealt with), 0 

I 
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and continuance of such default or breach for a period of 90  days after 
the earlier of (i) a Responsible Officer of American Water Works or the 
Company obtaining actual knowledge of such default and (ii) written 
notice, to the Company and American Water Works by the holders of at 
least 3 3 %  in aggregate principal amount of the AWCC Notes, specifying 
such default or breach and requiring it to be remedied and stating that 
such notice is a "Notice of Defaultt1 hereunder; provided, however, that, 
except with respect to defaults under or breaches of the covenants 
contained in Section 9 . 4  or Section 10.1, the holder of such principal 
amount of AWCC Notes shall be deemed to have agreed to an extension of 
such period if corrective action is initiated by the Company or American 
Water Works within such period and is being diligently pursued; or 

e 

0 

(d) The Company defaults under any bond, debenture, note or other 
evidence of indebtedness for money borrowed or under any mortgage, 

may be secured or evidenced any indebtedness for money borrowed by the 
Company, whether such indebtedness now exists or shall hereafter be 
created, which default shall constitute a failure to pay in excess of 
$20,000,000 of the principal or interest of such indebtedness when due 
and payable after the expiration of any applicable grace period with 
respect thereto or shall have resulted in such indebtedness in any amount 
in excess of $20,000,000 becoming or being declared due and payable prior 
to the date on which it would otherwise have become due and payable, 
without such indebtedness having been discharged or such acceleration 
having been rescinded or annulled within a period of 60 days after a 
Responsible Officer of the Company obtains actual knowledge thereof; or 

- indenture or instrument under which there may be issued or by which there 

(e) the entry by a court having jurisdiction in the premises of (A) 
a decree or order for relief in respect of any of the Company or American 
Water Works in an involuntary case or proceeding under any applicable 
Federal or State bankruptcy, 

- 2 0 -  

insolvency, reorganization or other similar law or (B) a decree or order 
adjudging any of the Company or American Water Works a bankrupt or 
insolvent, or approving as properly filed a petition by one or more 
Persons other than the Company, American Water Works, or any of their 
Affiliates seeking reorganization, arrangement, adjustment or composition 
of or in respect of any of the Company or American Water Works under any 
applicable Federal or State law, or appointing a custodian, receiver, 
liquidator, assignee, trustee, sequestrator or other similar official for 
any of the Company or American Water Works or for any substantial part of 
the property of any of the Company or American Water Works or ordering 
the liquidation or winding up of the affairs of any of the Company or 
American Water Works and the continuance of any such decree or order for 
relief or any such other decree or order unstayed and in effect for a 
period of 90 consecutive days; or 

0 (f) the commencement by the Company or American Water Works of a 
case or proceeding under any applicable Federal or State bankruptcy, 
insolvency, reorganization or other similar law or of any other case or 
proceeding to be adjudicated a bankrupt or insolvent, or the consent by 
it to the entry of a decree or order €or relief in respect of it in a 
case or proceeding under any applicable Federal or State bankruptcy, 
insolvency, reorganization or other similar law or to the commencement of 
any bankruptcy or insolvency case or proceeding against it, or the filing 

I by it of a petition or answer or consent seeking reorganization or relief 
under any applicable Federal or State law, or the consent by it to the 
filing of such petition or to the appointment of or taking possession by 
a custodian, receiver, liquidator, assignee, trustee, sequestrator or 
similar official in respect of it or any substantial part of its 
property, or the making by it of an assignment for the benefit of 

~o 

0 i 
b 
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creditors, or its admission in writing of its inability to pay its debts 
generally as they become due, or its taking of corporate action in 
furtherance of any such action; 

(9) the Support Agreement shall cease to be in full force and effect 
for any reason whatsoever, including, without limitation, a final and 
nonappealable determination by any governmental body or court that the 
Support Agreement is invalid, void or unenforceable, or American Water 
Works shall contest or deny in writing the validity or enforceability of 
any provision of, or obligation under, the Support Agreement; or 

(h) an Event of Default has occurred with respect to the AWWC Notes. 

Section 11.2. Events of Default for the AWWC Notes. "Event of Default," 
with respect to the AWWC Notes means any one of the following events (whatever 
the reason for such Event of Default and whether it shall be voluntary or 
involuntary or be effected by operation of law or pursuant to any judgment, 
decree or order of any court or any order, rule or regulation of any 
administrative or governmental body) : 

-21- 

(a) American Water Works defaults in the payment of any interest 
upon any AWWC Note when it becomes due and payable and continuance of 
such default for a period of 10 days; or 

(b) American Water Works defaults in the payment of the principal of 
(or Make Whole Amount, if any, on) any AWWC Note when the same becomes 
due and payable, whether at maturity or a date fixed for prepayment or by 
declaration of acceleration or otherwise and continuance of such default 
for a period of three Business Days thereafter; or 

(c) American Water Works defaults in the performance of or breaches 
any of its covenants or warranties in this Agreement (other than a 
covenant or warranty a default in whose performance or whose breach is 
elsewhere in this Section 11.2 specifically dealt with), and continuance 
of such default or breach for a period of 90 days after the earlier of 
(i) a Responsible Officer of American Water Works obtaining actual 
knowledge of such default and (ii) written notice, to American Water 
Works by the holders of at least 33% in aggregate principal amount of the 
AWWC Notes, specifying such default or breach and requiring it to be 
remedied and stating that such notice is a "Notice of Default" hereunder; 
provided, however, that, except with respect to defaults under or 
breaches of the covenants contained in Section 9.4 or Section 10.1, the 
holder of such principal amount of AWWC Notes shall be deemed to have 
agreed to an extension of such period if corrective action is initiated 
by American Water Works within such period and is being diligently 
pursued; or 

(d) American Water Works defaults under any bond, debenture, note or 
other evidence of indebtedness for money borrowed or under any mortgage, 
indenture or instrument under which there may be issued or by which there 
may be secured or evidenced any indebtedness for money borrowed by 
American Water Works, whether such indebtedness now exists or shall 
hereafter be created, which default shall constitute a failure to pay in 
excess of $20,000,000 of the principal or interest of such indebtedness 
when due and payable after the expiration of any applicable grace period 

amount in excess of $20,000,000 becoming or being declared due and 
payable prior to the date on which it would otherwise have become due and 
payable, without such indebtedness having been discharged or such 
acceleration having been rescinded or annulled within a period of 60 days 
after a Responsible Officer of American Water Works obtains actual 
knowledge thereof; or 

with respect thereto or shall have resulted in such indebtedness in any 1 

http://~~~.edgar-online.c0m/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3 1 88 1 9%2D00003 1 88 1 9.. . 3/14/02 



EDGAR ONLINE SEC Filing Page 43 of 56 

a 

a 

a 

a 

a 

(e) the entry by a court having jurisdiction in the premises of (A) 
a decree or order for relief in respect of any of American Water Works in 
an involuntary case or proceeding under any applicable Federal or State 
bankruptcy, insolvency, reorganization or other similar law or (B) a 
decree or order adjudging American Water Works a bankrupt or insolvent, 
or approving as properly filed a petition by one or more Persons other 
than American Water Works or any of its Affiliates seeking 
reorganization, arrangement, adjustment or composition of or in respect 
of American Water Works under any applicable Federal or State law, or 
appointing a custodian, receiver, liquidator, assignee, trustee, 
sequestrator or other similar official for American Water Works or for 

- 2 2 -  

any substantial part of the property of American Water Works or ordering 
the liquidation or winding up of the affairs of American Water works and 
the continuance of any such decree or order for relief or any such other 
decree or order unstayed and in effect for a period of 90 consecutive 
days ; 

(f) the commencement by American Water Works of a case or proceeding 
under any applicable Federal or State bankruptcy, insolvency, 
reorganization or other similar law or of any other case or proceeding to 
be adjudicated a bankrupt or insolvent, or the consent by it to the entry 
of a decree or order for relief in respect of it in a case or proceeding 
under any applicable Federal or State bankruptcy, insolvency, 
reorganization or other similar law or to the commencement of any 
bankruptcy or insolvency case or proceeding against it, or the filing by 
it of a petition or answer or consent seeking reorganization or relief 
under any applicable Federal or State law, or the consent by it to the 
filing of such petition or to the appointment of or taking possession by 
a custodian, receiver, liquidator, assignee, trustee, sequestrator or 
similar official in respect of it or any substantial part of its 
property, or the making by it of an assignment for the benefit of 
creditors, or its admission in writing of its inability to pay its debts 
generally as they become due, or its taking of corporate action in 
furtherance of any such action; or 

(9) an Event of Default has occurred with respect to the AWCC Notes. 

SECTION 12. REMEDIES ON DEFAULT, ETC. 

Section 12.1. Acceleration of the AWCC Notes. (a) If an Event of Default a 
described in paragraph (e) or ( f )  of Section 11.1 has occurred, all the AWCC 
Notes then outstanding shall automatically become immediately due and payable. 

(b) If any other Event of Default described in Section 11.1 has occurred 
and is continuing, any holder or holders of more than 50% in principal amount 
of the AWCC Notes at the time outstanding may at any time at its or their 
option, by notice or notices to the Company and American Water Works, declare 
all the AWCC Notes then outstanding to be immediately due and payable. 

(c) If any Event of Default described in paragraph (a) or (b) of Section 
11.1 has occurred and is continuing, any holder or holders of AWCC Notes at 

' the time outstanding affected by such Event of Default may at any time, at its 
~ or their option, by notice or notices to the Company and American Water Works, 
1 declare all the AWCC Notes held by it or them to be immediately due and 

payable. 

Upon any AWCC Notes becoming due and payable under this Section 12.1, 
whether automatically or by declaration, such AWCC Notes will forthwith mature 
and the entire unpaid principal amount of such AWCC Notes, plus (i) all 
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accrued and unpaid interest thereon and (ii) the Make-Whole Amount determined 
in respect of such principal amount (to the full extent permitted by 
applicable law), shall all be immediately due and payable, in each and every 
case without presentment, demand, protest or further notice, all of which are 
hereby waived. American Water Works and the Company acknowledge, and the 
parties hereto agree, that each holder of an AWCC Note has the right to 
maintain its investment in the AWCC Notes free from 

-23 - 

repayment by the Company (except as herein specifically provided for) and that 
the provision for payment of a Make-Whole Amount by the Company in the event 
that the AWCC Notes are prepaid or are accelerated as a result of an Event of 
Default, is intended to provide compensation for the deprivation of such right 
under such circumstances. 

Section 12.2. Acceleration of the AWWC Notes. (a) If an Event of Default 
described in paragraph (e) or (f) of Section 11.2 has occurred, all the AWWC 
Notes then outstanding shall automatically become immediately due and payable. 

(b) If any other Event of Default described in Section 11.2 has occurred 
and is continuing, any holder or holders of more than 50% in principal amount 
of the AWWC Notes at the time outstanding may at any time at its or their 
option, by notice or notices to American Water Works, declare all the AWWC 
Notes then outstanding to be immediately due and payable. 

(c) If any Event of Default described in paragraph (a) or (b) of Section 
11.2 has occurred and is continuing, any holder or holders of AWWC Notes at 
the time outstanding affected by such Event of Default may at any time, at its 
or their option, by notice or notices to American Water works, declare all the 
AWWC Notes held by it or them to be immediately due and payable. 

Upon any AWWC Notes becoming due and payable under this Section 12.2, 
whether automatically or by declaration, such AWWC Notes will forthwith mature 
and the entire unpaid principal amount of such AWWC Notes, plus (i) all 
accrued and unpaid interest thereon and (ii) the Make-Whole Amount determined 
in respect of such principal amount (to the full extent permitted by 
applicable law), shall all be immediately due and payable, in each and every 
case without presentment, demand, protest or further notice, all of which are 
hereby waived. American Water Works acknowledges, and the parties hereto 
agree, that each holder of an AWWC Note has the right to maintain its 
investment in the AWWC Notes free from repayment by American Water Works 
(except as herein specifically provided for) and that the provision for 
payment of a Make-Whole Amount by American Water Works in the event that any 
of the AWWC Notes are prepaid or are accelerated as a result of an Event of 
Default, is intended to provide compensation for the deprivation of such right 
under such circumstances. 

Section 12.3. Other Remedies. If any Event of Default has occurred and 
is continuing, and irrespective of whether any Notes have become or have been 
declared immediately due and payable under Section 12.1 or Section 12.2, the 
holder of any Note at the time outstanding may proceed to protect and enforce 
the rights of such holder by an action at law, suit in equity or other 
appropriate proceeding, whether for the specific performance of any agreement 
contained herein or in any Note, or for an injunction against a violation of 
any of the terms hereof or thereof, or in aid of the exercise of any power 
granted hereby or thereby or by law or otherwise. 

L 
Section 12.4. Rescission. At any time after any Note has been declared 

due and payable pursuant to clause (b) or (c) of Section 12.1 or Section 12.2, 
the holders of not less than 67% in principal amount of the Notes then 
outstanding, by written notice to the Company and American Water Works, 
rescind and annul any such declaration and its consequences if (a) the Company 
or American Water Works, as the case may be, has paid all overdue interest on 

may 
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such Notes, all principal of and Make-Whole Amount, if any, on any such Notes 
that are due and 

-24- 

payable and are unpaid other than by reason of such declaration, and all 
interest on such overdue principal and Make-Whole Amount, if any, and (to the 
extent permitted by applicable law) any overdue interest in respect of such 
Notes, at the Default Rate, (b) all Events of Default and Defaults, other than 
non-payment of amounts that have become due solely by reason of such 
declaration, have been cured or have been waived pursuant to Section 17, and 
(c) no judgment or decree has been entered for the payment of any monies due 
pursuant hereto or to the Notes. No rescission and annulment under this 
Section 12.4 will extend to or affect any subsequent Event of Default or 
Default or impair any right consequent thereon. 

Section 12.5. No Waivers or Election of Remedies, Expenses, etc. No 
course of dealing and no delay on the part of any holder of any Note in 
exercising any right, power or remedy shall operate as a waiver thereof or 
otherwise prejudice such holder's rights, powers or remedies. No right, power 
or remedy conferred by this Agreement or by any Note upon any holder thereof 
shall be exclusive of any other right, power or remedy referred to herein or 
therein or now or hereafter available at law, in equity, by statute or 
otherwise. Without limiting the obligations of the Company or American Water 
Works under Section 15, the Company or American Water Works, as the case may 
be, will pay to the holder of each Note on demand such further amount as shall 
be sufficient to cover all costs and expenses of such holder incurred in any 
enforcement or collection under this Section 12, including, without 
limitation, reasonable attorneys' fees, expenses and disbursements. 

SECTION 13. REGISTRATION; EXCHANGE; SUBSTITUTION OF NOTES. 

Section 13.1. Registration of Notes. Each of the Company and American 
Water Works shall keep at its principal executive office a register for the 
registration and registration of transfers of Notes. The name and address of 
each holder of one or more Notes, each transfer thereof and the name and 
address of each transferee of one or more Notes shall be registered in such 
register. Prior to due presentment for registration of transfer, the Person in 
whose name any Note shall be registered shall be deemed and treated as the 
owner and holder thereof for all purposes hereof, and neither the Company nor 
American Water Works shall be affected by any notice or knowledge to the 
contrary. The Company or American Water Works, as the case may be, shall give 
to any holder of a Note that is an Institutional Investor promptly upon 
request therefor, a complete and correct copy of the names and addresses of 
all registered holders of Notes. 

Section 13.2. Transfer and Exchange of Notes. Upon surrender of any Note 
at the principal executive office of the Company or American Water Works, as 
applicable, for registration of transfer or exchange (and in the case of a 
surrender for registration of transfer, duly endorsed or accompanied by a 
written instrument of transfer duly executed by the registered holder of such 
Note or his attorney duly authorized in writing and accompanied by the address 
for notices of each transferee of such Note or part thereof), the Company or 
American Water Works, as the case may be, shall execute and deliver, at the 
Company's or American Water Works' expense (except as provided below), one or 
more new Notes (as requested by the holder thereof) in exchange therefor, in 
an aggregate principal amount equal to the unpaid principal amount of the 
surrendered Note. Each such new Note shall be payable to such Person as such 
holder may request and shall be in the form of Exhibit 1 hereto. Each such new 
Note shall be dated and bear interest from the date to which interest shall 
have been paid on the surrendered 
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Page 45 of 56 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3 1 88 1 9%2D00003 1 88 1 9.. 3/14/02 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?nad=&nav=&doc=A%2D3


' EDGAR ONLINE SEC Filing 
Note or dated the date of the surrendered Note if no interest shall have been 
paid thereon. The Company or American Water Works, as the case maybe, may 
require payment of a sum sufficient to cover any stamp tax or governmental 
charge imposed in respect of any such transfer of Notes. Notes shall not be 
transferred in denominations of less than $5,000,000, provided that if 
necessary to enable the registration of transfer by a holder of its entire 
holding of Notes, one Note may be in a denomination of less than $5,000,000. 

Section 13.3. Replacement of Notes. Upon receipt by the Company or 
American Water Works, as applicable, of evidence reasonably satisfactory to it 
of the ownership of and the loss, theft, destruction or mutilation of any Note 
(which evidence shall be, in the case of an Institutional Investor, notice 
from such Institutional Investor of such ownership and such loss, theft, 
destruction or mutilation), and 

(a) in the case of loss, theft or destruction, of indemnity 
reasonably satisfactory to it (provided that if the holder of such Note 
is, or is a nominee for, the original Purchaser or is an Institutional 
Investor, such Person's own unsecured agreement of indemnity shall be 
deemed to be satisfactory), or 

(b) in the case of mutilation, upon surrender and cancellation 
thereof, 

the Company or American Water Works, as the case may be, at its own expense 
shall execute and deliver, in lieu thereof, a new Note, dated and bearing 
interest from the date to which interest shall have been paid on such lost, 
stolen, destroyed or mutilated Note or dated the date of such lost, stolen, 
destroyed or mutilated Note if no interest shall have been paid thereon. 

SECTION 14. PAYMENTS ON NOTES. 
a 

Section 14.1. Place of Payment. Subject to Section 14.2, payments of 
principal, Make-Whole Amount, if any, and interest becoming due and payable on 
the Notes shall be made at the principal office of PNC Bank, National 
Association, in New York, New York. 

0 
Section 14.2. Home Office Payment. So long as the Purchaser or the 

Purchaser's nominee shall be the holder of any Note, and notwithstanding 
anything contained in Section 14.1 or in such Note to the contrary, the 
Company or American Water Works, as the case may be, will pay all sums 
becoming due on such Note for principal, Make-Whole Amount, if any, and 

0 interest at the principal office of PNC Bank, National Association, in New 
York, New York and by the method specified on the first page hereof, or by 
such other method or at such other address as the Purchaser shall have from 
time to time specified to the Company in writing for  such purpose, without the 
presentation or surrender of such Note or the making of any notation thereon, 
except that upon written request of the Company or American Water Works, as 
the case may be, made concurrently with or reasonably promptly after payment 
or prepayment in full of any Note, the Purchaser shall surrender such Note for 
cancellation, reasonably promptly after any such request, to the Company or 
American Water Works, as the case may be, at its principal executive office or 
at the place of payment most recently designated by the Company or American 
Water works, as the case may be, pursuant to Section 14.1. Prior to any sale 
or other disposition of any Note held by the Purchaser or the Purchaser's 

amount of principal paid thereon and the last date to which interest has been 
nominee, the Purchaser will, at its election, either endorse thereon the 

I - 2 6 -  
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benefits of this Section 14.2 to any Institutional Investor that is the direct 
or indirect transferee of any Note purchased by the Purchaser under this 
Agreement and that has made the same agreement relating to such Note as the 
Purchaser has made in this Section 14.2. 

SECTION 15. EXPENSES, ETC. 

Section 15.1. Transaction Expenses. Whether or not the transactions 
contemplated hereby are consummated, the Company or American Water Works, as 
applicable, will pay all costs and expenses (including reasonable attorneys' 
fees of Cravath, Swaine & Moore, special counsel to the Purchaser, directly 
related to this Agreement and the actions contemplated hereby but excluding, 
(i) with respect to (a) below, the fees and expenses of any other counsel to 
the Purchaser, (ii) with respect to (b) below, the fees and expenses of more 
than one counsel to the Purchaser and (iii) any fees and expenses incurred by 
or in connection with a transferee of the Purchaser) incurred by the Purchaser 
in connection with (a) the negotiation, preparation, execution, and delivery 
of this Agreement and the Notes, (b) any amendments, waivers or consents under 
or in respect of this Agreement, the Support Agreement or the Notes (whether 
or not such amendment, waiver or consent becomes effective), (c) the 
reasonable costs and expenses incurred in enforcing or defending (or 
determining whether or how to enforce or defend) any rights under this 
Agreement, the Support Agreement or the Notes or in responding to any subpoena 
or other legal process or informal investigative demand issued in connection 
with this Agreement, the Support Agreement or the Notes, or by reason of being 
a holder of any Note, and (d) the reasonable costs and expenses, including 
financial advisors' fees, incurred in connection with the insolvency or 
bankruptcy of American Water Works or the Company or any other Subsidiary or 
in connection with any work-out or restructuring of the transactions 
contemplated hereby, by the Support Agreement and by the Notes. The Company or 
American Water Works, as applicable, will pay, and will hold the Purchaser 
harmless from, all claims in respect of any fees, costs or expenses, if any, 
of brokers and finders (other than those retained by or on behalf of the 
Purchaser). 

Section 15.2. Survival. The obligations of the Company and American Water 
Works under this Section 15 will survive the payment or transfer of any Note, 
the enforcement, amendment or waiver of any provision of this Agreement or the 
Notes, and the termination of this Agreement. 

SECTION 16. SURVIVAL OF REPRESENTATIONS AND WARRANTIES; ENTIRE AGREEMENT. 

All representations and warranties contained herein shall survive the 
execution and delivery of this Agreement and the Notes, the purchase or 
transfer by the Purchaser of any Note or portion thereof or interest therein 
and the payment of any Note, and may be relied upon by any subsequent holder 
of a Note, regardless of any investigation made at any time by or on behalf of 
the Purchaser or any other holder of a Note. All statements contained in any 
certificate or other instrument delivered by or on behalf of American Water 
Works or the Company pursuant to this Agreement shall be deemed 
representations and warranties of American Water Works or the Company, as the 
case may be, under this Agreement. Subject to the preceding 

a 

e 
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sentence, this Agreement and the Notes embody the entire agreement and 
understanding among the Purchaser, American Water Works and the Company and 
supersede all prior agreements and understandings relating to the subject 
matter hereof. 

SECTION 17. AMENDMENT AND WAIVER. 
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Section 17.1. Requirements. This Agreement and the Notes may be amended, 

and the observance of any term hereof or of the Notes may be waived (either 
retroactively or prospectively), with (and only with) the written consent of 
American Water Works, the Company and the Required Holders, except that (a) no 
amendment or waiver of any of the provisions of Section 1, 2, 3 ,  4 or 21 
hereof, or any defined term (as it is used therein), will be effective as to 
any holder of a Note unless consented to by such holder in writing, and (b) no 
such amendment or waiver may, without the written consent of the holder of 
each Note at the time outstanding affected thereby, (i) subject to the 
provisions of Section 12 relating to acceleration or rescission, change the 
amount or time of any prepayment or payment of principal of, or change the 
rate or change the time of payment or method of computation of interest or of 
the Make-Whole Amount on, the Notes, (ii) change the percentage of the 
principal amount of the Notes the holders of which are required to consent to 
any such amendment or waiver, or (iii) amend any of Sections 8, ll.l(a), 
ll.l(b), 11.2(a), 11.2(b), 12, 17 or 20. 

Section 17.2. Solicitation of Holders of Notes. 

(a) Solicitation. American Water works and the Company will provide each 
holder of the Notes (irrespective of the amount of Notes then owned by it) 
with sufficient information, sufficiently far in advance of the date a 
decision is required, to enable such holder to make an informed and considered 
decision with respect to any proposed amendment, waiver or consent in respect 
of any of the provisions hereof or of the Notes. American Water Works and the 
Company will deliver executed or true and correct copies of each amendment, 
waiver or consent effected pursuant to the provisions of this Section 17 to 
each holder of outstanding Notes of a series affected thereby promptly 
following the date on which it is executed and delivered by, or receives the 
consent or approval of, the requisite holders of Notes. 

(b) Payment. Neither American Water Works nor the Company will, directly 
or indirectly, pay or cause to be paid any remuneration, whether by way of 
supplemental or additional interest, fee or otherwise, or grant any security, 
to any holder of Notes as consideration for or as an inducement to the 
entering into by any holder of Notes of any waiver or amendment of any of the 
terms and provisions hereof or of the Notes unless such remuneration is 
concurrently paid, or security is concurrently granted, on the same terms, 
ratably to each holder of Notes of such series then outstanding even if such 
holder did not consent to such waiver or amendment. 

(c) Consent in Contemplation of Transfer. At any time prior to a Public 
Offering, any consent made pursuant to this Section 17.2(c) by a holder of 
Notes that has transferred or has agreed to transfer its Notes to American 
Water Works or the Company or any other Subsidiary or any Affiliates of 
American Water Works and has provided or has agreed to provide such written 
consent as a condition to such transfer shall be void and of no force or 
effect except solely as to such holder, and any amendments effected or waivers 
granted or to be effected or granted that 

-28- 

would not have been or would not be so effected or granted but for such 
consent (and the consents of all other holders of Notes that were acquired 
under the same or similar conditions) shall be void and of no force or effect 
except solely as to such holder. 

Section 17.3. Binding Effect, etc. Any amendment or waiver consented to 
as provided in this Section 17 applies equally to all holders of Notes and is 
binding upon them and upon each future holder of any Note, as applicable, and 
upon American Water Works and the Company without regard to whether such Note 
has been marked to indicate such amendment or waiver. No such amendment or 
waiver will extend to or affect any obligation, covenant, agreement, Default 
or Event of Default not expressly amended or waived or impair any right 
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consequent thereon. No course of dealing between American Water Works or the 
Company and the holder of any Note nor any delay in exercising any rights 
hereunder or under any Note shall operate as a waiver of any rights of any 
holder of such Note. As used herein, the term "this Agreement" and references 
thereto shall mean this Agreement as it may from time to time be amended or 
supplemented. 

Section 17.4. Notes Held by American Water Works or the Company, etc. 
Solely for the purpose of determining whether the holders of the requisite 
percentage of the aggregate principal amount of Notes then outstanding 
approved or consented to any amendment, waiver or consent to be given under 
this Agreement or the Notes, or have directed the taking of any action 
provided herein or in the Notes to be taken upon the direction of the holders 
of a specified percentage of the aggregate principal amount of Notes then 
outstanding, Notes directly or indirectly owned by American Water Works or the 
Company or any of their respective Affiliates shall be deemed not to be 
outstanding. 

e 
SECTION 18. NOTICES. 

e 

e 

e 

e 

All notices and communications provided for hereunder shall be in writing 
and sent (a) by telecopy if the sender on the same day sends a confirming copy 
of such notice by a recognized overnight delivery service (charges prepaid), 
or (b) by registered or certified mail with return receipt requested (postage 
prepaid), or (c) by a recognized overnight delivery service (with charges 
prepaid). Any such notice must be sent: 

(i) if to the Purchaser or the Purchaser's nominee, to the Purchaser 
or the Purchaser's nominee at the address set forth on the first page 
hereof, or at such other address as the Purchaser or the Purchaser's 
nominee shall have specified to American Water Works and the Company in 
writing , 

(ii) if to any other holder of any Note, to such holder at such 
address as such other holder shall have specified to American Water Works 
and the Company in writing, or 

(iii) if to American Water Works or the Company, as the case may be, 
at the address set forth at the beginning hereof to the attention of its 
Senior Financial Officer, or at such other address as American Water 
Works or the Company shall have specified to the holder of each Note in 
writing. 

-29- 

Notices under this Section 18 will be deemed given only when actually received. 

SECTION 19. REPRODUCTION OF DOCUMENTS. 
e 

e 

e 

This Agreement and all documents relating thereto, including, without 
limitation, (a) consents, waivers and modifications that may hereafter be 
executed, (b) documents received by the Purchaser at any Closing (except the 
Notes themselves), and (c) financial statements, certificates and other 
information previously or hereafter furnished to the Purchaser, may be 
reproduced by the Purchaser by any photographic, photostatic, microfilm, 
microcard, miniature photographic or other similar process and the Purchaser 
may destroy any original document so reproduced. American Water Works and the 
Company agree and stipulate that, to the extent permitted by applicable law, 
any such reproduction shall be admissible in evidence as the original itself 
in any judicial or administrative proceeding (whether or not the original is 
in existence and whether or not such reproduction was made by the Purchaser in 
the regular course of business) and any enlargement, facsimile or further 
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reproduction of such reproduction shall likewise be admissible in evidence. 
This Section 19 shall not prohibit American Water Works or the Company or any 
other holder of Notes from contesting any such reproduction to the same extent 
that it could contest the original, or from introducing evidence to 
demonstrate the inaccuracy of any such reproduction. 

SECTION 20. CONFIDENTIAL INFORMATION. 

For the purposes of this Section 20, "Confidential Information" means 
information delivered to a holder of any Note or its representatives by or on 
behalf of American Water Works or the Company or any other Subsidiary, or any 
of their respective representatives, in connection with the transactions 
contemplated by or otherwise pursuant to this Agreement that is proprietary in 
nature and that was clearly marked or labeled or otherwise adequately 
identified when received by such holder as being confidential information of 
American Water Works or the Company or such Subsidiary, provided that such 
term does not include information that (a) was publicly known prior to the 
time of such disclosure, (b) subsequently becomes publicly known through no 
act or omission by such holder or any Person acting on such holder's behalf, 
(c) otherwise becomes known to such holder other than through disclosure by 
American Water Works or the Company or any other Subsidiary or any of their 
respective representatives or (d) constitutes financial statements delivered 
to such holder under Section 7.1 that are otherwise publicly available. Each 
holder of a Note, other than the Purchaser (so long as the letter agreement 
dated July 26,  2001 among the Purchaser, Thames Water plc and American Water 
Works is still in effect), will maintain the confidentiality of such 
Confidential Information in accordance with procedures adopted by such holder 
in good faith to protect confidential information of third parties delivered 
to such holder, provided that such holder may deliver or disclose Confidential 
Information to (i) such holder's directors, trustees, officers, employees, 
agents, attorneys and affiliates (to the extent such disclosure reasonably 
relates to the administration of the investment represented by the Notes), 
(ii) such holder's financial advisors and other professional advisors who 
agree to hold confidential the Confidential Information substantially in 
accordance with the terms of this Section 20, (iii) any other holder of any 
Note, (iv) any Institutional Investor to which such holder sells or offers to 
sell such Note or any part thereof or any participation therein (if such 
Person has agreed in writing with the Company prior to its receipt of such 
Confidential Information to be bound by the provisions of this Section 2 0 ) ,  

-30- 

(v) any Person from which such holder offers to purchase any security of the 
Company (if such Person has agreed in writing with the Company prior to its 
receipt of such Confidential Information to be bound by the provisions of this 
Section 201, (vi) any federal or state regulatory authority having 
jurisdiction over such holder, or (vii) any other Person to which such 
delivery or disclosure may be required in the reasonable opinion of such 
holder (w) to effect compliance with any law, rule, regulation or order 
applicable to such holder, (x) in response to any subpoena or other legal 
process, (y) in connection with any litigation to which such holder is a party 
or ( 2 )  if an Event of Default has occurred and is continuing, to the extent 
such holder may reasonably determine such delivery and disclosure to be 
necessary or appropriate in the enforcement or for the protection of the 
rights and remedies under the Notes and this Agreement. Each holder of a Note, 
by its acceptance of a Note, will be deemed to have agreed to be bound by and 
to be entitled to the benefits of this Section 20 as though it were a party to 
this Agreement. On reasonable request by American Water Works or the Company 
in connection with the delivery to any holder of a Note of information 
required to be delivered to such holder under this Agreement or requested by 
such holder (other than a holder that is a party to this Agreement or its 
nominee), such holder will enter into an agreement with American Water Works 
and the Company embodying the provisions of this Section 20. Each holder of a 
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Note recognizes its responsibility for compliance with applicable securities 
laws and regulations in connection with its use of non-public information 
regarding American Water Works and its Subsidiaries. 

SECTION 21. SUBSTITUTION OF PURCHASER 

The Purchaser shall have the right to substitute any one of the 
Purchaser's Affiliates as the purchaser of the Notes, by written notice to 
American Water Works and the Company, which notice shall be signed by both the 
Purchaser and the Purchaser's Affiliate, shall contain such Affiliate's 
agreement to be bound by this Agreement and shall contain a confirmation by 
such Affiliate of the accuracy with respect to it of the representations set 
forth in Section 6; provided that such notice shall also contain the agreement 
of the Purchaser to unconditionally and irrevocably guarantee the obligations 
of the Purchaser's Affiliate under this Agreement. Upon receipt of such 
notice, wherever the word "Purchaser" is used in this Agreement (other than in 
this Section 21), such word shall be deemed to refer to such Affiliate in lieu 
of the Purchaser. In the event that such Affiliate is so substituted as a 
purchaser hereunder and such Affiliate thereafter transfers to the Purchaser 
all of the Notes then held by such Affiliate, upon receipt by American Water 
Works and the Company of notice of such transfer, wherever the word 
"Purchaser" is used in this Agreement (other than in this Section 21), such 
word shall no longer be deemed to refer to such Affiliate, but shall refer to 
the Purchaser, and the Purchaser shall have all the rights of an original 
holder of the Notes under this Agreement. 

SECTION 22. MISCELLANEOUS. 

Section 22.1. Assumption by American Water Works or Subsidiary. American 
Water Works or a Subsidiary may directly assume, by a written instrument, 
executed and delivered to the holders of the AWCC Notes, in form satisfactory 
to the Required Holders, the due and punctual payment of the principal of 
(Make-Whole Amount, if any) and interest on all the AWCC Notes and the 
performance of every covenant of this Agreement on the part of the Company to 
be performed or observed. Upon any such assumption, American Water Works or 
such Subsidiary shall succeed to and be substituted for and may exercise every 
right and power 

-31- 

of the Company under this Agreement with the same effect as if 
American Water Works or such Subsidiary had been named as the Company herein 
and the Company shall be released from its liability as obligor on the AWCC 
Notes; provided that, in the case of such assumption by a Subsidiary, that 
American Water Works' obligations under this Agreement (modified as aforesaid) 
remain in full force and effect and American Water Works and such Subsidiary 
shall have entered into a support agreement in the form of the Support 
Agreement, satisfactory to the Required Holders. 

Section 2 2 . 2 .  Successors and Assigns. All covenants and other agreements 
contained in this Agreement by or on behalf of any of the parties hereto bind 
and inure to the benefit of their respective successors and assigns 
(including, without limitation, any subsequent holder of a Note) whether so 
expressed or not. 

Section 2 2 . 3 .  Entire Agreement. This Agreement, together with the 
Schedules and Exhibits hereto, along with the Notes constitute the entire 
agreement among the parties hereto with respect to the subject matter hereof. 
The terms hereof in no way amend, alter or otherwise modify the terms of the 
Merger Agreement and, except as expressly stated herein, the terms of the 
Merger Agreement in no way amend, alter or otherwise modify the terms hereof. 
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Section 2 2 . 4 .  Payments Due on Non-Business Days. Anything in this 

Agreement or the Notes to the contrary notwithstanding, any payment of 
principal of or Make-Whole Amount or interest on any Note that is due on a 
date other than a Business Day shall be made on the next succeeding Business 
Day without including the additional days elapsed in the computation of the 
interest payable on such next succeeding Business Day. 

Section 2 2 . 5 .  Severability. Any provision of this Agreement that is 
prohibited or unenforceable in any jurisdiction shall, as to such 
jurisdiction, be ineffective to the extent of such prohibition or 
unenforceability without invalidating the remaining provisions hereof, and any 
such prohibition or unenforceability in any jurisdiction shall (to the full 
extent permitted by law) not invalidate or render unenforceable such provision 
in any other jurisdiction. 

Section 2 2 . 6 .  Construction. Each covenant contained herein shall be 
construed (absent express provision to the contrary) as being independent of 
each other covenant contained herein, so that compliance with any one covenant 
shall not (absent such an express contrary provision) be deemed to excuse 
compliance with any other covenant. Where any provision herein refers to 
action to be taken by any Person, or that such Person is prohibited from 
taking, such provision shall be applicable whether such action is taken 
directly or indirectly by such Person. 

Section 2 2 . 7 .  Counterparts. This Agreement may be executed in any number 
of counterparts, each of which shall be an original but all of which together 
shall constitute one instrument. Each counterpart may consist of a number of 
copies hereof, each signed by less than all, but together signed by a l l ,  of 
the parties hereto. 

Section 22.8. Governing Law. This Agreement shall be construed and 
enforced in accordance with, and the rights of the parties shall be governed 
by, the law of the State of New York. 

- 3 2 -  

Section 2 2 . 9 .  No Right of Set-off. American Water Works and the Company 
each hereby expressly waive any and all right to set-off any amounts that may 
be owed, or may be claimed to be owed, to American Water Works or the Company 
by any Holder of any Note, including, but not limited to, amounts that may be 
owed or claimed to be owed to American Water Works under the Merger Agreement. 

* * * * *  

-33- 

The execution hereof by the Purchaser shall constitute a contract among 
American Water Works, the Company and the Purchaser for the uses and purposes 
hereinabove set forth. This Agreement may be executed in any number of 

together only one agreement. 
1 counterparts, each executed counterpart constituting an original but all 

Very truly yours, 

AMERICAN WATER CAPITAL CORP. 

By /c/Joseph F. Hartnett, Jr. 
Its Vice President & Treasurer 
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i o  

' The foregoing is hereby 
agreed to as of the i date thereof. 

0 

- 3 4 -  
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AMERICAN WATER WORKS COMPANY, INC. 

By /c/ Joseph F. Hartnett, Jr. 
Its Treasurer 

RWE AKTIENGESELLSCHAFT 

By /c/ Klaus Sturany 
Its Managing Director 

DEFINED TERMS 

0 As used herein, the following terms have the respective meanings set 
forth below or set forth in the Section hereof following such term: 

llAffiliaten of any specified Person means any other Person directly or 
indirectly controlling or controlled by or under direct or indirect common 
control with such specified Person. For the purposes of this definition, 
llcontrollo when used with respect to any specified Person means the power to 
direct the management and policies of such Person, directly or indirectly, 
whether through the ownership of voting securities, by contract or otherwise; 
and the terms llcontrollingll and l1controlledvt have meanings correlative to the 
foregoing. 

"American Water Works1' means the American Water Works Company, Inc., and 
0 any permitted successors or assigns thereto. 

"Board of Directors" means either the board of directors of the Company 
or American Water Works, as the case may be, or any duly authorized committee 
thereof. 

llBusiness Daytv means any day other than a Saturday, a Sunday or a day on 
which commercial banks in New York City or Essen, Germany are required or 
authorized to be closed. 

0 

llClosingll is defined in Section 3. 

"Company" means the American Water Capital Corp., and any permitted 
successors or assigns thereto. 

I1Confidential Informationv1 i s  defined in Section 20. 

"Consolidated Net Tangible Assets11 means the total amount of assets 
appearing on a consolidated balance sheet of the Company and its subsidiaries 
less, without duplication, the following: 

t 

(a) all current liabilities (excluding any thereof that are by their 
terms extendable or renewable at the sole option of the obligor thereon 
without requiring the consent of the obligee to a date more than 12 
months after the date of determination); 

0 
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(b) all reserves for depreciation and other asset valuation reserves 

I but excluding any reserves for deferred Federal income taxes arising from 
I accelerated amortization or otherwise; and 
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(c) all intangible assets such as goodwill, trademarks, trade names, 
' 0  patents and unamortized debt discount and expense carried as an asset on 

said balance sheet. 

Consolidated Net Tangible Assets shall be determined in accordance 
with generally accepted accounting principles and as of a date not more 
than 90 days prior to the happening of the event for which such 
determination is being made. 0 

SCHEDULE A 
(to Note Purchase Agreement) 

0 

e 

e 

0 

e 

trCorporationtt includes any corporation, association, company, 
limited liability company or business trust. 

ItDefaulttt means an event or condition the occurrence or existence of 
which would, with the lapse of time or the giving of notice or both, 
become an Event of Default. 

"Default Rate" means, with respect to the Notes, the greater of (a) 
the prime (i.e. index or base) rate of interest published or publicly 
announced as such from time to time by PNC Bank, National Association, 
plus 2%; or (b) the rate of interest borne by the Notes prior to Default 
plus 2%. 

IIDisclosure Documentst1 shall mean the Registration Statement of the 
Company filed with the Securities and Exchange Commission on January 30, 
2001 (including the documents incorporated by reference therein) and all 
forms, reports, schedules, statements and other documents required to be 
filed by the Company or American Water Works with the Securities and 
Exchange Commission since such date. 

"ERISAtt means the Employee Retirement Income Security Act of 1974, 
as amended from time to time, and the rules and regulations promulgated 
thereunder from time to time in effect. 

"Event of Default" is defined in Section 11. 

IIExchange Act" means the Securities Exchange Act of 1934, as 
amended. 

"GAAPtl means generally accepted accounting principles as in effect 
from time to time in the United States of America. 

tlholderlt means, with respect to any Note, the Person in whose name 
such Note is registered in the register maintained by the Company 
pursuant to Section 13.1. 

tlInstitutional Investort1 means (a) any original purchaser of a Note, 
(b) any holder of a Note holding more than 5% of the aggregate principal 
amount of the Notes then outstanding, and (c) any bank, trust company, 
savings and loan association or other financial institution, any pension 
plan, any investment company, any insurance company, any broker or 
dealer, or any other similar financial institution or entity, regardless 
of legal form; provided, however that for the purposes of this Agreement, 
any holder of Notes that purchased such Notes in, or subsequent to, a 
Public Offering shall not be an Institutional Investor. 

e 

"Make-Whole Amount" is defined in Section 8.6. 
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I8Material Adverse Effect" means a material adverse change or effect 
on (a) the business, assets, properties, condition (financial or 
otherwise) or results of operations of American Water Works and its 
Subsidiaries taken as a whole or (b) the ability of American Water Works 
or the Company to perform its respective obligations under this Agreement 
and the Notes, and, in the case of American Water Works, the Support 
Agreement or (c) the validity or enforceability of this Agreement, the 
Support Agreement or the Notes. 

A- 2 

"Merger Agreement" means the Agreement and Plan of Merger, dated as 
of September 16, 2001, by and among RWE Aktiengesellschaft, Thames Water 
Aqua Holdings GMBH, Apollo Acquisition Company and American Water Works, 
as amended or modified from time to time. 

tlNotesll is defined in Section 1. 

I1Officer1s Certificatett means a certificate of a Senior Financial 
Officer or of any other officer of American Water Works or the Company, 
as the case may be, whose responsibilities extend to the subject matter 
of such certificate. 

tlOpinion of Counsel" means a written opinion of counsel, who may be 
counsel €or the Company or American Water Works, as the case may be, and 
who shall be reasonably acceptable to the Required Holders. 

tlPBGC1t means the Pension Benefit Guaranty Corporation referred to 
and defined in ERISA or any successor thereto. 

"Person" means an individual, partnership, corporation, limited 
liability company, association, trust, unincorporated organization, or a 
government or agency or political subdivision thereof. 

llpropertylt or tlpropertiestl means, unless otherwise specifically 
limited, real or personal property of any kind, tangible or intangible, 
choate or inchoate. 

"Public Offering" means any sale or transfer of the Notes pursuant 
to a registration statement filed with the Securities and Exchange 
Commission pursuant to the Securities Act. 

ttPurchasertt means RWE Aktiengesellschaft. 

"Required Holders" means, at any time, the holders of at least 51% 
in principal amount of the AWCC Notes or AWWC Notes, as applicable, at 
the time outstanding (exclusive of Notes then owned by American Water 
Works, the Company or any of their respective Affiliates which, for the 
avoidance of doubt, does not include the Purchaser or its Affiliates). 

ttResponsible Officertt means any Senior Financial Officer and any 
other officer of American Water Works or the Company, as the context 
requires, with responsibility for the administration of the relevant 
portion of this Agreement. 

Itsecurities Act" means the Securities Act of 1933, as amended from 
time to time. 

"Senior Financial Officer" means the senior financial officer, 
principal accounting officer, treasurer or controller of American Water 
Works or the Company, as the context requires. 

llSubsidiaryll means a Person more than 50% of the outstanding voting 
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stock of which is owned, directly or indirectly, by American Water Works 
or by one or more other Subsidiaries, or by American Water Works and one 
or more other Subsidiaries. For the purposes of this 

0 .  

A- 3 

definition, Ilvoting stock" means stock or other security which ordinarily 
has voting power for the election of directors or similar officials, 
whether at all times or only so long as no senior class of stock has such 

, voting power by reason of any contingency. 

i llSupport Agreement" is defined in Section 1. 

A-4 . 
EDGAR@ is a federally registered trademark of the US. Securities and Excliange Commission (SEC). EDGAR Online is not affiliated with or  
approved by Ilie U.S. Securities and Excliange Commission. EDGAR Onlirrc is a product of IZDGAR Online, IIIC. 

E D G A R  Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
use o f  this information. The information ("Information") provided hercia may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit. distribute, disscminate, sell, publish, broadcast or circulale the Iiiforinatioa to anyone, without tlic 
cxprcvs written conscnt of JWCAH Onlfne, Inc. . 
Q Copyrigh! 1995-2001 EDGAR Online, Inc. All rights rcscrvcrl. 
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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

SCHEDULE 13D 

Under the Securities Exchange Act of 1934 

(Amendment No. 1) 

Common Stock, par value $1.25 per share 

(Title of Class of Securities) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Dr. Georg Muller 
RWE Aktiengesellschaft 

Opernplatz 1 
D-45128 Essen, Germany 

011 49-201-12-00 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(Name, Address and Telephone Number of Person 
Authorized to Receiv-c Notices and Communications) 

With a copy to: 
Peter S. Wilson, Esq. 
Cravath, Swaine & Moore 

Worldwide Plaza 
8 2 5  Eighth Avenue 

New York, NY 10019 
(212) 474-1000 

November 6 ,  2001 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(Date of Event Which Requires Filing of this Statement) 
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EDGAR ONLINE SEC Filing Page 2 of 7 
If the filing person has previously filed a statement on Schedule 13G 

to report the acquisition that is the subject of this Schedule 13D, and is 
filing this schedule because of Section 240.13d-l(e), 240.13d-l(f) or 
240.13d-1 (g) , check the following box. [-I 

Note: Schedules filed in paper format shall include a signed original 
and five copies of the schedule, including all exhibits. See Rule 240.13d-7 for 
other parties to whom copies are to be sent. 

*The remainder of this cover page shall be filled out for a reporting 
person’s initial filing on this form with respect to the subject class of 
securities, and for any subsequent amendment containing information which would 
alter disclosures provided in a prior cover page. 

The information required on the remainder of this cover page shall not 
be deemed to be “filedff for the purpose of Section 18 of the Securities Exchange 
Act of 1934 (“Act“) or otherwise subject to the liabilities of that section of 
the Act but shall be subject to all other provisions of the Act (however, see 
the Notes). 

(Page 1 of 6 )  
(Exhibit: Index is at page 6) 

e 

CUSIP No. 030411 10 2 

e 

e 

e 

e 

e 

1 Names of Reporting Persons 
I.R.S. Identification Nos. of Above Persons (entities only) 
RWE AKTIENGESELLSCHAFT 

Check the Appropriate Box if a Member of a Group 
(See Instructions) (a) t 3 

2 (b) [ 1 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D0000950157%2D01%2D5 ... 3/14/02 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3


EDGAR ONLINE SEC Filing 
~ 

Page 3 of 1 7 

‘ e  
I 

I 

l e 
l 

e 

e 

e 

e 

e 

Page 2 of 6 

CUSIP No. 030411 10 2 

1 Names of Reporting Persons 
I.R.S. Identification Nos. of Above Persons (entities only) 
THAMES WATER AQUA HOLDINGS GMBH 
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This Amendment No. 1 amends the statement on Schedule 13D (the 
"Schedule 13D") filed by RWE Aktiengesellschaft, a corporation organized under 
the laws of the Federal Republic of Germany (gtRWEpl), and Thames Water Aqua 
Holdings GmbH, a limited liability company organized under the laws of the 
Federal Republic of Germany ("Parentff), on September 25, 2001. Terms used but 
not defined herein will have the meanings given to them in the Schedule 13D, 
unless otherwise specified. 

ITEM 5 .  INTEREST IN SECURITIES OF THE ISSUER 

Item 5 (a) and (b) are hereby amended by replacing the first paragraph 
in its entirety with the following language: 

"As of November 6, 2001, the shares subject to the Voting Agreement 
consisted of 25,989,476 shares of Common Stock, representing approximately 26.0% 
of the issued and outstanding shares of Common Stock as of September 10, 2001, 
as represented by AWW in the Merger Agreement." 

ITEM 6. CONTRACTS, ARRANGEMENTS, UNDERSTANDINGS OR RELATIONSHIPS WITH RESPECT 
TO SECURITIES OF THE ISSUER 

Item 6 is hereby amended by adding the following paragraph after the 
existing paragraph: 

"Parent and the stockholders of AWW that are parties thereto (the 
"Additional Stockholders") entered into a Joinder Agreement dated as of November 
6, 2001 (the "Joinder Agreement," the terms of which are hereby incorporated by 
reference). Pursuant to the terms of the Joinder Agreement, the Additional 
Stockholders have agreed to be bound by all the provisions of the Voting 
Agreement as Stockholders thereunder." 

ITEM 7. MATERIAL TO BE FILED AS EXHIBITS 

Item 7 is hereby amended to add the following exhibit: 

Exhibit 3 : Joinder Agreement dated as of November 6, 2001, 
among Parent, the Willard M. Ware Q-Tip Ti-ust and 
the Willard M. Ware Residual Trust. 

Page 4 of 6 

Signature 

Page 4 of 7 

e 

e 

e 

e 

e 

l 

I 

~e 

After reasonable inquiry and to the best of my knowledge and belief, I 
certify that the information set forth in this statement is true, complete and 
correct. 

e 

e 

Dated: November 13, 2001 

RWE AKTIENGESELLSCHAFT 
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By: / s /  Dr. Georg Muller 
_ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ - _ - - - - - - - - - - - - - -  

Name: Dr. Georg Muller 
Title: General Counsel 

By: / s /  Dr. Heinz-Jurgen Telkamp 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Name: Dr. Heinz-Jurgen Telkamp 
Title: Vice President Accounting 

THAMES WATER AQUA HOLDINGS GMBH 

By: / s /  Dr. Richard R. Klein 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Name: Dr. Richard R. Klein 
Title: Managing Director 

By: / s /  Dr. Klaus Sturany 
_ _ _ _ _ _ - _ _ _ _ _ _ - _ _ _ _ _ _ - - - - - - - - - - - - _ - ~  

Name: Dr. Klaus Sturany 
Title: Managing Director 

Page 5 of 6 

EXHIBIT INDEX 

Page 5 of 7 

Exhibit 3 Joinder Agreement dated as of November 6 ,  2001, among Parent, 
the Willard M. Ware Q-Tip Trust and the Willard M. Ware Residual 
Trust. 

Exhibit 3 

e 
JOINDER AGREEMENT 

JOINDER AGREEMENT, dated as of November 6 ,  2001, between Thames Water 
Aqua Holdings GmbH, a company organized under the laws of the Federal Republic 
of Germany (llParentl'), the Willard M. Ware Q-TIP Trust and the Willard M. Ware 
Residual Trust (the lrAdditional Stockholders"), each a stockholder of American 
Water Works Company, Inc., a Delaware corporation (the "CompanyTt). 

e 

W I T N E S S E T H: 
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WHEREAS, RWE Aktiengesellschaft, a company organized under the laws of 
the Federal Republic of Germany, Parent, Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (“Sub11), and the Company 
entered into an Agreement and Plan of Merger, dated as of September 16, 2001 (as 
the same may be amended or supplemented, the “Merger Agreement”), providing for 
the merger of Sub with and into the Company upon the terms and subject to the 
conditions set forth in the Merger Agreement; 

I WHEREAS, Parent and certain stockholders of the Company entered into a 
Voting Agreement, dated as of September 16, 2001 (as the same may be amended or 
supplemented, the “Voting Agreement”; capitalized terms used without definition 
herein having the meanings assigned to them in the Voting Agreement) to induce 
Parent to enter into the Merger Agreement; and 

~ 

~ 

I WHEREAS, as of the date hereof, each Additional Stockholder is a 
beneficial owner of, and has the power to vote or direct the vote with respect 
to, the number of shares of Company Common Stock as set forth on the signature 
page hereto beneath such Additional Stockholders’ name; and 

WHEREAS, the parties to this Joinder Agreement desire that the 0 
Additional Stockholders become paxties to the Voting Agreement as hereinafter 
set forth; 

NOW THEREFORE, in consideration of the foregoing and the mutual 
representations, warranties, covenants and agreements herein contained, and 
intending to be legally bound hereby, the parties hereto agree as follows: 

1.1 Each Additional Stockholder (a) confirms that it has received a copy of the 
Merger Agreement and Voting Agreement; (b) agrees that it hereby becomes a 
Stockholder under 

2 

the Voting Agreement as indicated by its signature below; (c) represents and 
warrants as to itself, severally and not jointly, as to each of the 
representations and warranties set forth in Article I1 of the Voting Agreement 
which shall apply, mutatis mutandis, to this Joinder Agreement; and (d) agrees 
that it will be bound by all of the provisions of the Voting Agreement and will 
perform all the covenants, agreements and obligations which are required to be 
performed by it as a Stockholder thereunder, including without limitation, the 
provisions of Articles I and I11 of the Voting Agreement which shall apply, 
mutatis mutandis, to this Joinder Agreement. 

1.2 The provisions of Article IV of the Voting Agreement shall apply, 0 
mutatis mutandis, to this Joinder Agreement. 

3 

0 IN WITNESS WHEREOF, Parent an6 each of the Additional Stockholders 
have signed or caused this Joinder Agreement to be signed by their respective 
officers or other authorized person thereunto duly authorized, as of the date 
first written above. 

1 

Page 6 of 7 

BESSEMER TRUST COMPANY, as trustee 
as set forth below 

By: / s /  Bartholomew H. Sharp 
- - - _ _ - _ - _ _ - - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: Bartholomew H. Sharp 
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Acknowledged and Agreed: 

Thames Water Aqua Holdings GmbH 

By: / s /  Dr. Richard R. Klein 

Name: Dr. Richard R. Klein 
Title: Member of the Executive Board 

_ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

By: / s /  Dr. Klaus Sturany 

Name: Dr. Klaus Sturany 
Title: Member of the Executive Board 

_ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Page 7 of 7 
Title: Principal 

As Trustee for the Willard M. Ware 
Q-TIP Trust, with respect to 
1,145,000 Existing Shares. 

As Trustee for the Willard M. Ware 
Residual Trust, with respect to 
657,600 Existing Shares. 

Existing Shares: 1,802,600 

Shares Not Subject to Transfer 
Restrictions for purposes of 
Exhibit A of the Voting Agreement: 
57,250 Shares with respect to the 
Willard M. Ware Q-TIP Trust and 
32,880 Shares with respect to the 
Willard M. Ware Residual Trust. 

Notices for purposes of Exhibit B 
of the Voting Agreement: Willard 
M. Ware Q-TIP Trust and the 
Willard M. Ware Residual Trust, 
c/o Bessemer Trust Company, Attn: 
Fred Sandstrom, 100 Woodbridge 
Center Drive, Woodbridge, NJ 
07095-0980 

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

4 

EDGAR Online, Inc. makes no claims concerning the validity of the infomiation provided by EDGAR Online and will not be held liable for any 
use of this information. The information ("lnfomlation") provided herein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce. retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Infomiation to anyone, without the 
express written consent of EDGAR Online, Inc. 

0 Copyright 1995-2001 EDGAR Online, Inc. AI1 rights reserved 
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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

SCHEDULE 13D 

Under the Securities Exchange Act of 1934 a 

American Water Works Company, Inc 
(Name of Issuer) 

e 

e 

Common Stock, par value $1.25 per share 
(Title of Class of Securities) 

030411 10 2 
(CUSIP Number) 

Dr. Georg Muller 
RWE Aktiengesellschaft 

Opernplatz 1 
D-45128 Essen, Germany 

011 49-201-12-00 

(Name, Address and Telephone Number of Person 
Authorized to Receive Notices and Communications) 

e 

e 

With a copy to: 
Peter S. Wilson, Esq. 

Cravath, Swaine & Moore 
Worldwide Plaza 
825 Eighth Avenue 

New York, NY 10019 
(212) 474-1000 

September 16, 2001 
(Date of Event Which Requires Filing of this Statement) 

If the filing person has previously filed a statement on Schedule ' 13G to report the acquisition that is the subject of this Schedule 13D, and is 
I filing this schedule because of Section 240.13d-l(e), 240.13d-l(f) or 
I 240.13d-l(g), check the following box. [ I 

I 

I. 

Note: Schedules filed in paper format shall include a signed 
original and five copies of the schedule, including all exhibits. See Rule 
240.13d-7 for other parties to whom copies are to be sent. I 
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*The remainder of this cover page shall be filled out for a 
reporting person's initial filing on this form with respect to the subject 
class of securities, and for any subsequent amendment containing information 
which would alter disclosures provided in a prior cover page. 

The information required on the remainder of this cover page shall 
not be deemed to be llfiled'r for the purpose of Section 1 8  of the Securities 
Exchange Act of 1934 ("Actii) or otherwise subject to the liabilities of that 
section of the Act but shall be subject to all other provisions of the Act 
(however, see the Notes). 

(Page 1 of 1 3 )  
(Exhibit Index is at page 7 )  

CUSIP No. 0 3 0 4 1 1  10 2 

Number of 7 Sole Voting Power 

Beneficially 8 Shared Voting Power 
Owned by Each 2 4 , 1 8 6 , 8 7 6  

Shares 0 

Reporting 9 Sole Dispositive Power 
Person With 0 

10 Shared Dispositive Power 
2 2 , 9 3 4 , 9 4 4  

11 Aggregate Amount Beneficially Owned by Each Reporting Person 
2 4 , 1 8 6 , 8 7 6  



e 

e 

e 

e 

e 

e 

e 

e 

e 

e 

Page 2 of 13 

CUSIP No. 030411 10 2 

Number of 7 Sole Voting Power 

Beneficially 8 Shared Voting Power 
Owned by Each 24,186,876 

Shares 0 

Reporting 9 Sole Dispositive Power 
Person With 0 

10 Shared Dispositive Power 
22,934,944 

11 Aggregate Amount Beneficially Owned by Each Reporting Person 
24,186,876 

12 Check if the Aggregate Amount in Row (11) Excludes Certain Shares 
(See Instruct ions ) [ I  

Page 3 of 83 

Page 3 of 13 

Item 1. Security and Issuer 
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This statement relates to the common stock, $1.25 par value per 
share ("Common Stock"), of American Water Works Company, Inc., a Delaware 
corporation (llAWW1f), with its principal executive offices at 1025 Laurel Oak 
Road, P.Q. Box 1770, voorhees, New Jersey 08043. 

Item 2. Identity and Background 

This statement is filed by RWE Aktiengesellschaft, a corporation 
organized under the laws of the Federal Republic of Germany (IIRWEtv). The 
address of the principal office and the principal business of RWE is 
Opernplatz 1, D-45128 Essen, Germany. The principal business of RWE is that of 
a holding company for a leading international energy-based industrial 
conglomerate. 

For information with respect to the identity and background of each 
director and executive officer of RWE, see Schedule A attached hereto. 

This statement is also filed by Thames Water Aqua Holdings GmbH, a 
limited liability company organized under the laws of the Federal Republic of 
Germany (l1ParentIr) and a wholly owned subsidiary of RWE. The address of the 
principal office and the principal business of Parent is Opernplatz 1, D-45128 
Essen, Germany. The principal business of Parent is that of a holding company 
for a leading international water-based industrial conglomerate. 

For information with respect to the identity and background of each 
director and executive officer of Parent, see Schedule B attached hereto. 

During the last five years, none of RWE, Parent or, to the best of 
their knowledge, any person identified on Schedule A or B (i) has been 
convicted in a criminal proceeding (excluding traffic violations or similar 
misdemeanors) or (ii) has been a party to a civil proceeding of a judicial or 
administrative body of competent jurisdiction and as a result of such 
proceeding was or is subject to a judgment, decree or final order enjoining 
future violations of, or prohibiting or mandating activities subject to, 
federal or state securities laws or finding any violation with respect to such 
laws. 

Item 3. Source and Amount of Funds or Other Consideration 

Parent and the stockholders of AWW that are parties thereto (the 
"Stockholders") entered into a Voting Agreement dated as of September 16, 2001 
(the "Voting Agreement," the terms of which are hereby incorporated by 
reference). The Stockholders were required to enter into the Voting Agreement 
in order to induce Parent to enter into the Agreement and Plan of Merger dated 
as of September 16, 2001, among RWE, Parent, Apollo Acquisition Company, a 
Delaware corporation (lISubl') , and AWW (the "Merger Agreement, (I the terms of 
which are hereby incorporated by reference) providing for the merger of Sub 
with and into AWW (the llMerger"), with AWW surviving the Merger as a wholly 
owned subsidiary of Parent. It is preser,tly expected that the consideration to 
be paid by Parent to the holders of Common Stock pursuant to the Merger 
Agreement will be financed by RWE and Parent through the issuance of debt 
securities and cash on hand. 

Item 4. Purpose of Transaction 

Parent required the Stockholders to enter into the Voting Agreement 
in order to induce Parent to enter into the Merger Agreement. Pursuant to the 
terms of the Voting Agreement, the Stockholders have agreed, among other 
things, (i) to vote all the shares of Common Stock owned by them in favor of 
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0 

e 

0 

0 

0 

0 

e 

0 

0 

the approval and adoption of the Merger Agreement and the Merger and against 
(a) any Takeover Proposal (as defined in the Merger Agreement), other than the 
Merger Agreement and the Merger; (b) any proposal, action or transaction, with 
certain exceptions, that would reasonably be expected to materially impede or 
delay the Merger, or materially adversely affect the Merger Agreement or the 
consummation of the Merger or (c) any amendment, with certain exceptions, to 
AWW's Restated Certificate of Incorporation or By-laws which amendment would 
reasonably be expected to materially impede or delay the Merger, or materially 
adversely affect the Merger Agreement or the consummation of the 
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Merger; and (ii) with certain exceptions, not to sell, transfer, pledge, 
encumber, assign or otherwise dispose of such shares, unless the transferee 
party agrees to be bound by the Voting Agreement. The Voting Agreement 
terminates upon the earlier to occur of (x) the completion of the Merger; (y) 
the termination of the Merger Agreement in accordance with its terms; or ( 2 )  

with respect to any Stockholder, any amendment to the Merger Agreement that 
(A) is material and adverse to such Stockholder and (B) is executed subsequent 
to the date of the Voting Agreement. The name of each Stockholder and the 
number of outstanding shares of Common Stock held by such Stockholder and 
subject to the Voting Agreement as of September 16, 2001 are set forth on the 
signature pages thereto and are incorporated herein by reference. 

In addition to providing for the Merger, the Merger Agreement 
provides, among other things, for changes to the board of directors, 
certificate of incorporation and by-laws of AWW at the effective time of the 
Merger. The Merger Agreement also restricts AWW from, among other things, 
engaging in certain transactions, including extraordinary corporate 
transactions (other than the Merger), making certain acquisitions, selling 
certain assets, incurring certain indebtedness, changing its capitalization in 
certain respects and paying certain dividends and otherwise requires AWN to 
operate in the ordinary course of business. In connection with the Merger, it 
is expected that the Common Stock will be delisted from all exchanges upon 
which it is listed and will become eligible for termination of registration 
under the Securities Exchange Act of 1934. 

Item 5. Interest in Securities of the Issuer 

(a) and (b) As of September 16, 2001, the shares subject to the 
Voting Agreement consisted of 24,186,876 shares of Common Stock, representing 
approximately 24.2'1; of the issued and outstanding shares of Common Stock as of 
September 10, 2001, as represented by AWW in the Merger Agreement. 

By virtue of the Voting Agreement, Parent may be deemed to share 
with the Stockholders the power to vote or, with certain exceptions, dispose 
of shares of Common Stock subject to the Voting Agreement. However, Parent is 
not entitled to any rights as a stockholder of AWW as to the shares of Common 
Stock covered by the Voting Agreement. 

By virtue of Parent being a wholly-owned subsidiary of RWE, RWE may 
be deemed to share with the Stockholders the power to vote or, with certain 
exceptions, dispose of shares of Common Stock subject to the Voting Agreement. 
However, RWE is not entitled to any rights as a stockholder of AWW as to the 
shares of Common Stock covered by the Voting Agreement. 

Pursuant to Rule 13d-4 under the Act, RWE and Parent hereby state 
chat this Schedule 13D shall not be deemed an admission that either RWE or 
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Parent is, for purposes of Section 13(d) of the Act, the beneficial owner of 
any equity securities of AWW. 

(c) Except as described in this Schedule 13D, there have been no 
transactions in the shares of Common Stock effected by RWE, Parent or, to the 
best of their knowledge, any person identified on Schedule A or B, during the 
last sixty days. 

(d) and (e) Not Applicable. 

Item 6. Contracts, Arrangements, Understandings or Relationships with Respect 
to Securities of the Issuer 

The information set forth under Items 4 and 5 above and the Exhibits 
attached hereto are incorporated herein by reference. 

Item 7. Material to Be Filed as Exhibits 

Exhibit 1: Agreement and Plan of Merger dated as of September 
16, 2001, among RWE, Parent, Sub and AWW. 

Exhibit 2: Voting Agreement dated as of September 16, 2001, 
among Parent and the Stockholders. 
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Signature 

After reasonable inquiry and to the best of my knowledge and belief, 
I certify that the information set forth in this statement is true, complete 
and correct. 

Dated: September 25, 2001 

RWE AKTIENGESELLSCHAFT 

By: / s /  Georg Lambertz 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: Georg Lambertz 
Title: Senior Vice President Finance 

' 0  
By: / s /  Georg Muller 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: Georg Muller 
Title: General Counsel 
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By: / s /  Dr. Richard Klein 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ ~ - _ _ _ _ _ _ - - - _ _ -  
Name: Dr. Richard Klein 
Title: Managing Director 

By: / s /  Dr. Klaus Sturany 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - _ _ _ _ - - _ - - _ -  
Name: Dr.. Klaus Sturany 
Title: Managing Director 
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EXHIBIT INDEX 

Exhibit No. Document 

Exhibit I Agreement and Plan of Merger dated as of September 16, 2001, 
among RWE Aktiengesellschaft, Thames Water Aqua Holdings GmbH, 
Apollo Acquisition Company and American Water Works Company, 
Inc . 

0 

Exhibit 2 

e 
Voting Agreement dated as of September 16, 2001, among Thames 
Water Aqua Holdings GmbH and the stockholders of American Water 
Works Company, Inc. that are parties thereto. 
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RWE’s business is managed by an ExPcutive Board currently consisting 
of six members. Under German law, the Executive Board has management 
responsibility €or RWE and broad authority to take actions in the name of RWE, 
subject to the authority expressly reserved by the German Stock Corporation 
Law and by RWE’s Articles of Association to the shareholders or the 
Supervisory Board. The following list sets forth the (i) name and (ii) 
citizenship of the members of  RWE’s Executive Board. In each case, the present 
principal occupation or employment and the name, principal business and the 
address of the corporation or other organization in which such employment is 
conducted is: Member of the Executive Board, RWE Aktiengesellschaft, holding 
company, Opernplatz 1, D-45128 Essen, Germany. 

Dr. Richard R. Klein 

Dr. Klein’s country of citizenship is Germany. 

Dr. Dietmar Kuhnt 

Dr. Kuhnt’s country of citizenship is Germany. 
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e Dr. Gert Maichel 
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Dr. Maichel's country of citizenship is Germany. 

Manfred Remmel 

Mr. Rernmel's country of citizenship is Germany e 
Dr. Klaus Sturany 

I Dr. Sturany's country of citizenship is Austria. 

Jan Zilius 
e 

Mr. Zilius's country of citizenship is Germany 

The Supervisory Board supervises the management of RWE by the 
Executive Board and has the responsibility of making whatever ongoing checks 
and inspections it deems appropriate and of reviewing such documents as it 
deems necessary or appropriate for the performance of its duties. The 
following list sets forth the (i) name, (ii) business address, (iii) present 
principal occupation or employment and the name, address and principal 
business (where applicable) of the corporation or organization in which such 
employment is conducted and (iv) citizenship of each member of RWE's 
Supervisory Board. 

e 
Dr. Paul Achleitner 
Allianz Aktiengesellschaft 
Koniginstrasse 28 
80802 Munchen 
Germany e 

Dr. Achleitner is a Member of the Board of Management of Allianz 
Aktiengesellschaft, Koniginstrasse 28, 80802 Munchen (insurance 
business). Dr. Achleitner's country of citizenship is Austria. 

e 
Page 8 of 13 

e 

e 

l e  

l e 

Carl-Ludwig von Boehm-Bezing 
Deutsche Bank Aktiengesellschaft 
Taunusanlage 12 
60325 Frankfurt am Main 
Germany 

Mr. von Boehm-Bezing is the former Member of the Group Board of 
managing directors of Deutsche Bank Aktiengesellschaft, Taunusanlage 
1 2 ,  60325 Frankfurt am Main (banking business). Mr. von 
Boehm-Bezing's country of citizenship is Germany. 

Frank Bsirske 
ver-di Vereinte Dienstleistungsgewerkschaft e. V. 
Potsdamer Platz 1 0  
10785 Berlin 
Germany 

Mr. Bsirske is the Chairman of ver.di Vereinte 
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Dienstleistungsgewerkschaft e. V., Potsdamer Platz 10, 10785 Berlin, 
Germany (labor union). Mr. Bsirskels country of citizenship is 
Germany. 

Burkhard Drescher 
Stadt Oberhausen 
Schwarzstr. 72 
46042 Oberhausen 
Germany 

Mr. Drescher is the Lord Mayor of the City of Oberhausen, Stadt 
Oberhausen, Schwarzstr. 72, 46042 Oberhausen, Germany. Mr. 
Drescherls country of citizenship is Germany. 

Johann Heiss 
RWE Solutions Aktiengesellschaft 
Landshuter Strasse 65 
84030 Ergolding 
Germany 

Mr. Heiss is an electrician at RWE Solutions Aktiengesellschaft, 
Landshuter Strasse 65, 84030 Ergolding, Germany (service 
business). Mr. Heiss's country of citizenship is Germany 

e 
Ra f Hiltenkamp 
Edelhoff Umwelt Services GmbH & Co. KG 
Hegestuck 20 
58640 Iserlohn 
Germany 

6 

e 

e 

e 
l 

i 

j. 

Mr. Hiltenkamp is a machine fitter at Edelhoff Umwelt Services GmbH 
& Co. KG, Hegestuck 20, 58640 Iserlohn, Germany (service business). 
Mr. Hiltenkamp's country of citizenship is Germany. 

Heinz-Eberhard Holl 
Landkreis Osnabruck 
Am Scholerberg 1 
49082 Osnabruck 
Germany 

Mr. Holl is the Chief Administrative Officer of Landkrela Osnabruck, 
Landkreis Osnabruck, Am Scholerberg 1, 49082 Osnabruck, Germany. Mr. 
Holl's country of citizenship is Germany. 
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Berthold Huber 
IG Metall 
Bezirk Baden-Wurttemberg 
Holzelweg 2 
70191 Stuttgart 
Germany 

Mr. Huber is the Head of the Baden-Wurttemberg district of IG Metall 
Trade Union, IG Metall, Bezirk Baden-Wurttemberg , Holzelweg 2, 
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70191 Stuttgart, Germany (labor union). Mr. Huber's country of 
citizenship is Germany. 

Berthold Krell 
RWE Net Aktiengesellschaft 
Netzregion Sud 
Friedrichstrasse 60 
57072 Siegen 
Germany 

Mr. Krell is a chief fitter at RWE Net Aktiengesellschaft, 
Netzregion Sud, Friedrichstrasse 60, 5 7 0 7 2  Siegen, Germany 
(energy business). Mr. Krellls country of citizenship is Germany. 

Dr. Gerhard Langemeyer 
Stadt Dortmund 
Friedensplatz 1 
44135 Dortmund 
Germany 

Dr. Langemeyer is the Lord Mayor of the City of Dortmund, Stadt 
Dortmund, Friedensplatz 1, 44135 Dortmund, Germany. Dr. Langemeyerls 
country of citizenship is Germany. 

Dr. h.c. Friedel Neuber 
Westdeutsche Landesbank Girozentrale 
Herzogstrasse 15 
40217 Dusseldorf 
Germany 

Dr. Neuber is the former President and CEO of Westdeutsche 
Landesbank Girozentrale, Herzogstrasse 15, 40217 Dusseldorf, 
Germany (banking business). Dr. Neuber's country of citizenship is 
Germany. 

Dr. Wolfgang Reiniger 
Stadt Essen 
Rathaus 
45121 Essen 
Germany 

Dr Reiniger is the Lord Mayor of the City of Essen, Rathaus, 45121 
Essen, Germany. Dr. Reinigerls country of citizenship is Germany. 

Gunter Reppien 
RWE Power Aktiengesellschaft 
Am Hilgenberg 
49811 Lingen 
Germany 

Mr. Rippien is a chief fitter at RWE Power Aktiengesellschaft, Am 
Hilgenberg, 49811 Lingen, Germany (energy business). Mr. Reppien's 
country of citizenship is Germany. 
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Bernhard von Rothkirch 
RWE Rheinbraun AG 
Tagebau Inden 
Durwisserstrasse 
52249 Eschweiler 
Germany 

Mr. von Rothkirch is a chief engineer at RWE Rheinbraun AG, Tagebau 
Inden, Durwisserstrasse, 52249 Eschweiler, Germany (lignite 
business). Mr. von Rothkirch's country of citizenship is Germany. 

Dr. Manfred Schneider 
Bayer AG 
51368 Leverkusen 
Germany 

Dr. Schneider is the President and CEO of Bayer AG, 51368 
Leverkusen, Germany (chemical business). Dr. Schneider's country of 
citizenship is Germany. 

Emst-W. Stuckert 
RWE-DEA Aktiengesellschaft fur Mineraloel und Chemie 
Uberseering 40 
22297 Hamburg 
Germany 

Mr. Stuckert is the Commercial Officer of RWE-DEA Aktiengesellschaft 
fur Mineraloel und Chemie, Uberseering 40, 22297 Hamburg, Germany 
(oil and petrochemical business). Mr. Stuckert's country of 
citizenship is Germany. 

Klaus-Dieter Sudhofer 
IG Bergbau, Chemie, Energie 
Konigsworther Platz 6 
30167 Hannover 
Germany 

Mr. Sudhofer is the Trade Union Secretary Deputy Chairman, IG 
Bergbau, Chemie, Energie Trade Union, Konigsworther Platz 6, 30167 
Hannover, Germany (labor union). Mr. Sudhofer's country of 
citizenship is Germany. 

Dr. Alfons Friedrich Titzrath 
Dresdner Bank AG 
Konigsallee 37 
40212 Dusseldorf 
Germany 

Dr. Titzrath is a member of the Supervisory Board of Dresdner Bank 
AG, Konigsallee 37, 40212 Dusseldorf, Germany (banking business). 
Dr. Titzrath's country of citizenship is Germany. 
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P:of. Karel Van Miert 
University Nyenrode 
Straatweg 25 
3621 BG Breukelen 
Netherlands 

Mr. Van Miert is the President of the University Nyenrode, Straatweg 
25, 3621 BG Breukelen, Netherlands (education). Mr. Van Miert's 
country of citizenship is Belgium. 

Erwin Winkel 
Tagebau Hambach 
Heideweg 
52382 Niederzier 
Germany 

Mr. Winkel is a power systems electronics engineer at Tagebau 
Hambach, Heideweg, 52382 Niederzier, Germany (lignite business). Mr. 
Winkel's country of citizenship is Germany. 
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Schedule B 

Parent is a German limited liability company, known as a 
Gesellschaft mit beschraenkter Haftung. As such, Parent's business is managed 
by three managing directors who are functionally equivalent to the directors 
and executive officers of a corporation. The following list sets forth the (i) 
name (ii) business address and (iii) citizenship of each of Parent's managing 
directors. In each case, unless otherwise indicated, the present principal 
occupation or employment and the name, principal business and address of the 
corporation or other organization in which such employment is conducted is: 
Member of the Executive Board, RWE Aktiengesellschaft, holding company, 
Opernplatz 1, D-45128 Essen, Germany. 

Dr. Richard R. Klein 
Thames Water Aqua Holdings GmbH 
Opernplatz 1 
D-45128 Essen 
Germany 

Dr. Klein's country of citizenship is Germany. 

Dr. Klaus Sturany 
Thames Water Aqua Holdings GmbH 
Opernplatz 1 
D-45128 Essen 
Germany 

Dr. Sturany's country of citizenship is Austria. 

William Alexander 
Thames Water Plc 
Clearwater Court 
Vastern Road 
Reading RG1 8DB 
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United Kingdom 

0 

Mr. Alexander is the Chief Executive Officer of Thames Water Plc, 
Clearwater Court, Vastern Road, Reading RG1 8DB, United Kingdom (water and 
wastewater services). Mr. Alexander's country of citizenship is the United 
Kingdom 
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Exhibit 1 
CONFORMED COPY 

AGREEMENT AND PLAN OF MERGER 

Among 

RWE AKTIENGESELLSCHAFT, 

THAMES WATER AQUA HOLDINGS GMBH, 

APOLLO ACQUISITION COMPANY 

and 

AMERICAN WATER WORKS COMPANY, INC. 

Dated as of September 16, 2001 
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AGREEMENT AND PLAN OF MERGER dated as of September 16, 2001, by and 
among RWE AKTIENGESELLSCHAFT, a company organized under the laws of the 
Federal Republic of Germany ("GuarantorT1), THAMES WATER AQUA HOLDINGS GMBH, a 
company organized under the laws of the Federal Republic of Germany and a 
wholly owned subsidiary of Guarantor ("ParentTr), APOLLO ACQUISITION COMPANY, a 
Delaware corporation and a wholly owned subsidiary of Parent ("Sub"), and 
AMERICAN WATER WORKS COMPANY, INC., a Delaware corporation (the "Companyr1). 

WHEREAS the Board of Directors of each of the Company and Sub has 
approved and declared advisable, the Supervisory Board of Guarantor has 
approved and deemed advisable, and the Managing Directors of Parent have 
approved and declared advisable, this Agreement and the merger of Sub with and 
into the Company (the I1Mergerl1), upon the terms and subject to the conditions 
set forth in this Agreement, whereby each issued and outstanding share of 
Common Stock, par value $1.25 per share, of the Company (the IICompany Common 
Stock") not owned by Parent, Sub or the Company, other than the Appraisal 
Shares (as  defined in Section 2.01(d)), will be converted into the right to 
receive $46.00 in cash; 

WHEREAS simultaneously with the execution and delivery of this 
Agreement, Parent and certain stockholders of the Company (the {'Specified 
Company Stockholders") are entering into a voting agreement (the "Company 
Voting Agreement") pursuant to which the Specified Company Stockholders are 
agreeing to take certain actions in furtherance of the Merger; and 

WHEREAS Guarantor, Parent, Sub and the Company desire to make 
certain representations, warranties, covenants and agreements in connection 
with the Merger and also to prescribe various conditions to the Merger. 

NOW, THEREFORE, in consideration of the foregoing and the 
represertations, warranties, covenants and agreements set forth herein, the 
parties heLeto agree as follows: 

ARTICLE I 

SECTION 1.01. The Merger. Upon the terms and subject to the 
conditions set forth in this Agreement, and in accordance with the Delaware 
General Corporation Law (the "DGCL"), Sub shall be merged with and into the 
Company at the Effective Time (as defined in Section 1.03). At the Effective 
Time, the separate corporate existence of Sub shall cease and the Company 
shall continue as the surviving corporation (the "Surviving Corporation") and 
shall succeed to and assume all the rights and obligations of Sub in 
accordance with the DGCL. 

SECTION 1.02. Closing. Upon the terms and subject to the conditions 
set forth in this Agreement, the closing of the Merger (the shall 
take place at 11:OO a.m., New 
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York time, on the second business day after the satisfaction or waiver of the 
conditions set forth in Article VI (other than those that by their terms 
cannot be satisfied until the time of the Closing), at the offices of Cravath, 
Swaine & Moore, 825 Eighth Avenue, New York, New York 10019, or at such other 
time, date or place agreed to in writing by Parent and the Company; provided, 
however, that if all the conditions set forth in Article VI shall not have 
been satisfied or waived on such second business day, then the Closing shall 
take place on the first business day on which all such conditions shall have 
been satisfied or waived. The date on which the Closing occurs is referred to 
in this Agreement as the "Closing Date." 

SECTION 1.03. Effective Time. Upon the terms and subject to the 
conditions set forth in this Agreement, as soon as practicable on or after the 
Closing Date, a certificate of merger or other appropriate documents (in any 
such case, the "Certificate of Merger") shall be duly prepared and executed by 
the parties in accordance with the relevant provisions of the DGCL and filed 
with the Secretary of State of the State of Delaware. The Merger shall become 
effective upon the filing of the Certificate of Merger with the Secretary of 
State of the State of Delaware or at such subsequent time or date as Parent 
and the Company shall agree and specify in the Certificate of Merger. The time 
at which the Merger becomes effective is referred to in this Agreement as the 
"Effective Time.I' 

SECTION 1.04. Effects of the Merger. The Merger shall have the 
effects set forth in Section 259 of the DGCL. 

SECTION 1.05. Certificate of Incorporation and By-laws. (a) The 
Restated Certificate of Incorporation of the Company shall be amended at the 
Effective Time to read in the form of Exhibit A and, as so amended, such 
Restated Certificate of Incorporation shall be the Restated Certificate of 
Incorporation of the Surviving Corporation until thereafter changed or amended 
as provided therein or by applicable law. 

(b) The By-laws of Sub as in effect immediately prior to the 
Effective Time shall be the By-laws of the Surviving Corporation until 
thereafter changed or amended as provided therein or by applicable law. 

SECTION 1.06. Directors. (a) The directors of Sub immediately prior 
to the Effective Time shall be the directors of the Surviving Corporation 
until the earlier of their resignation or removal or until their respective 
successors are duly elected and qualified, as the case may be. 

(b) Guarantor shall take all necessary action to cause J. James Barr 
to be elected as a director, as of the Effective Time, of Thames Water 
Plc ("Thames") . 

(c) Guarantor shall take all necessary action to cause Marilyn Ware 
to be elected as a member, as of the Effective Time, of the Thames Water 
International Advisory Council. 

3 
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SECTION 1.07. Officers. The officers of the Company immediately 
prior to the Effective Time shall be the officers of the Surviving Corporation 
until the earlier of their resignation or removal or until their respective 
successors are duly elected and qualified, as the case may be. 

ARTICLE I1 

Conversion of Securities 
_ _ _ _ - _ _ _ _ _ _ - - - _ _ _ - _ _ - - - -  

SECTION 2 . 0 1 .  Conversion of Capital Stock. At the Effective Time, by 
virtue of the Merger and without any action on the part of the holder of any 
shares of capital stock of the Company or Sub: 

(a) Capital Stock of Sub. Each issued and outstanding share of 
common stock of Sub shall be converted into and become one fully paid and 
nonassessable share of common stock, par value $1.00 per share, of the 
Surviving Corporation. 

(b) Cancelation of Treasury Stock and Parent-Owned Stock. Each share 
of Company Common Stock that is owned by the Company, as treasury stock, 
or by Parent or Sub immediately prior to the Effective Time shall 
automatically be canceled and shall cease to exist and no consideration 
shall be delivered or deliverable in exchange therefor. 

(c) Conversion of Company Common Stock. Each share of Company Common 
Stock issued and outstanding immediately prior to the Effective Time 
(other than shares to be canceled in accordance with Section 2.01(b) and 
the Appraisal Shares) shall be converted into the right to receive $46.00 
in cash without interest (the "Merger Consideration"). At the Effective 
Time all such shares shall no longer be outstanding and shall 
automatically be canceled and shall cease to exist, and each holder of a 
certificate that immediately prior to the Effective Time represented any 
such shares (a "Certificate") shall cease to have any rights with respect 
thereto, except the right to receive the Merger Consideration and any 
dividends declared and unpaid thereon payable to holders of record 
thereof as of a record date preceding the Effective Time. Following the 
Effective Time, upon surrender of Certificates in accordance with Section 
2 . 0 2 ,  the Surviving Corporation shall pay to the holders of Certificates 
as of the Effective Time any unpaid dividends declared in respect of the 
Company Common Stock with a record date prior to the Effective Time and 
which remain unpaid at the Effective Time, including the Ilstub period" 
dividend referred to in Section 4.01(a) (i) (x) (C) . 

Page 18 of 83 

(d)  Appraisal Rights. Notwithstanding anything in this Agreement to 
the contrary, shares (the '!Appraisal Shares") of Company Common Stock 
issued and outstanding immediately prior to the Effective Time that are 
held by any holder who is entitled to demand and properly demands 
appraisal of such shares pursuant to, and who complies in all respects 
with, the provisions of Section 262 of the DGCL ("Section 2 6 2 " )  shall not 
be converted into the right to receive the Merger Consideration as 
provided in 

4 

Section 2.01(c), but instead such holder shall be entitled to 
payment of the fair value of such shares in accordance with the provisions of 
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Section 262. At the Effective Time, all Appraisal Shares shall no longer be 
outstanding and shall automatically be canceled and shall cease to exist, and 
each holder of Appraisal Shares shall cease to have any rights with respect 
thereto, except the right to receive the fair value of such shares in 
accordance with the provisions of Section 262. Notwithstanding the foregoing, 
if any such holder shall fail to perfect or otherwise shall waive, withdraw or 
lose the right to appraisal under Section 262 or a court of competent 
jurisdiction shall determine that such holder is not entitled to the relief 
provided by Section 262, then the right of such holder to be paid the fair 
value of such holder's Appraisal Shares under Section 262 shall cease and each 
such Appraisal Share shall be deemed to have been converted at the Effective 
Time into, and shall have become, the right to receive the Merger 
Consideration as provided in Section 2.01(c). The Company shall serve prompt 
notice to Parent of any demands for appraisal of any shares of Company Common 
Stock, and Parent shall have the right to participate in and direct all 
negotiations and proceedings with respect to such demands. Prior to the 
Effective Time, the Company shall not, without the prior written consent of 
Parent, make any payment with respect to, or settle or offer to settle, any 
such demands, or agree to do any of the foregoing. 

SECTION 2.02. Exchange of Certificates. (a) Paying Agent. Prior to 
the Effective Time, Parent shall designate a bank or trust company reasonably 
acceptable to the Company to act as agent for the payment of the Merger 
Consideration upon surrender of Certificates (the "Paying Agent"). Parent 
shall take all steps necessary to enable, and shall cause, the Surviving 
Corporation to provide to the Paying Agent immediately following the Effective 
Time all the cash necessary to pay for the shares of Company Common Stock 
converted into the right to receive the Merger Consideration pursuant to 
Section 2.01(c), plus any amounts payable in respect of unpaid dividends 
declared in respect of the Company Common Stock with a record date prior to 
the Effective Time and which remain unpaid at the Effective Time, including 
the "stub period" dividend referred to in Section 4.01(a) (i) (x) (C) (such cash 
being hereinafter referred to as the "Exchange Fund"). 

(b) Exchange Procedure. As soon as reasonably practicable after the 
Effective Time, the Paying Agent shall mail to each holder of record of a 
Certificate (i) a form of letter of transmittal (which shall specify that 
delivery shall be effected, and risk of loss and title to the 
Certificates held by such person shall pass, only upon proper delivery of 
the Certificates to the Paying Agent and shall be in customary form and 
have such other provisions as Parent may reasonably specify) and (ii) 
instructions for use in effecting the surrender of the Certificates in 
exchange for the Merger Consideration. Upon surrender of a Certificate 
for cancelation to the Paying Agent or to such other agent or agents as 
may be appointed by Parent, together with such letter of transmittal, 
duly completed and validly executed, and such other documents as may 
reasonably be required by the Paying Agent, the holder of such 
Certificate shall be entitled to receive in exchange therefor the amount 
of cash payable in respect of the shares formerly represented by such 
Certificate pursuant to Section 2.01(c), and the Certificate so 
surrendered shall forthwith be canceled. In the event of a transfer of 
ownership of Company Common Stock that is not registered in the stock 
transfer books of the 
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Company, the proper amount of cash may be paid in exchange therefor to a 
person other than the person in whose name the Certificate so surrendered 
is registered if such Certificate shall be properly endorsed or otherwise 
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be in proper form for transfer and the person requesting such payment 
shall pay any transfer or other taxes required by reason of the payment 
to a person other than the registered holder of such Certificate or 
establish to the satisfaction of Parent that such tax has been paid or is 
not applicable. No interest shall be paid or shall accrue on the cash 
payable upon surrender of any Certificate. 

(c) No Further Ownership Rights in Company Common Stock. All cash 
paid upon the surrender of a Certificate in accordance with the terms of 
this Article I1 shall be deemed to have been paid in full satisfaction of 
all rights pertaining to the shares of Company Common Stock formerly 
represented by such Certificate. At the close of business on the day on 
which the Effective Time occurs the stock transfer books of the Company 
shall be closed, and there shall be no further registration of transfers 
on the stock transfer books of the Surviving Corporation of the shares of 
Company Common Stock that were outstanding immediately prior to the 
Effective Time. If, after the Effective Time, Certificates are presented 
to the Surviving Corporation or the Paying Agent for transfer or any 
other reason, they shall be canceled and exchanged as provided in this 
Article 11. 

(d) Termination of Exchange Fund. Any portion of the Exchange Fund 
that remains undistributed to the holders of Company Common Stock for one 
year after the Effective Time shall be delivered to the Surviving 
Corporation, upon demand, and any holder of Company Common Stock who has 
not theretofore complied with this Article I1 shall thereafter look only 
to the Surviving Corporation for payment of its claim for Merger 
Consideration. 

(e) No Liability. None of Parent, the Surviving Corporation or the 
Paying Agent shall be liable to any person in respect of any cash 
delivered to a public official pursuant to any applicable abandoned 
property, escheat or similar law. If any Certificates shall not have been 
surrendered prior to three years after the Effective Time (or immediately 
prior to such earlier date on which any Merger Consideration would 
otherwise escheat to or became the property of any Governmental Entity 
(as defined in Section 3.01(d)), any such Merger Consideration in respect 
thereof shall, to the extent permitted by applicable law, become the 
property of the Surviving Corporation, free and clear of all claims or 
interest of any person previously entitled thereto. 

(f) Investment of Exchange Fund. The Paying Agent shall invest any 
cash included in the Exchange Fund, as directed by Parent, on a daily 
basis; provided, however, that such investments shall be in (i) 
obligations of or guaranteed by the United States of America and backed 
by the full faith and credit of the United States of America, (ii) 
commercial paper obligations rated A-l or P-1 or better by Moody's 
Investors Service, Inc. or Standard & Poor's Corporation, respectively, 
(iii) certificates of deposit maturing not more than 180 days after the 
date of purchase issued by a bank organized under the laws of the United 
States or any state thereof having a combined capital and 
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surplus of at least $500,000,000 or (iv) a money market fund having 
assets of at least $3,000,000,000. Any interest and other income 
resulting from such investments shall be paid to Parent. 

(9) Lost Certificates. If any Certificate shall have been lost, 
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stolen, defaced or destroyed, upon the making of an affidavit of that 
fact by the person claiming such Certificate to be lost, stolen, defaced 
or destroyed and, if required by the Surviving Corporation, the posting 
by such person of a bond in such reasonable amount as the Surviving 
Corporation may direct as indemnity against any claim that may be made 
against it with respect to such Certificate, the Paying Agent shall pay 
in respect of such lost, stolen, defaced or destroyed Certificate the 
Merger Consideration. 

(h) Withholding Rights. Parent, the Surviving Corporation or the 
Paying Agent shall be entitled to deduct and withhold any applicable 
taxes from the consideration otherwise payable pursuant to this Agreement 
to any holder of shares of Company Common Stock. 

SECTION 2.03. Redemption of Preferred Stock and Preference Stock. On 
or prior to the date on which the Effective Time occurs, but in any event 
prior to the Effective Time, the Company shall redeem (the "Stock Redemption") 
(i) each issued and outstanding share of its Cumulative Preferred Stock, 5 %  
Series, par value $25 .00  per share (the llCompany 5% Cumulative Preferred 
Stock"), for a redemption price of $25 .25  per share plus an amount equal to 
full cumulative dividends thereon (as defined in Section 6 ("Section 6 " )  of 
Division A of Article Fourth of the Restated Certificate of Incorporation of 
the Company, as amended to the date of this Agreement) to the redemption date 
(as defined in Section 6) and (ii) each issued and outstanding share of its 5 %  
Cumulative Preference Stock, par value $ 2 5 . 0 0  per share (the r'Company 5% 
Cumulative Preference Stock" and, together with the Company 5 %  Cumulative 
Preferred Stock and the Company Common Stock, the "Company Capital Stock1!), 
for a redemption price of $25.00 per share plus an amount equal to full 
cumulative dividends thereon (as defined in Section 5 (IISection 5 " )  of 
Division B of Article Fourth of the Restated Certificate of Incorporation of 
the Company, as amended to the date of this Agreement) to the redemption date 
(as defined in Section 5 )  (the redemption price for the Company 5% Cumulative 
Preferred Stock and the Company 5% Cumulative Preference Stock being referred 
to as the "Redemption Price"), 

ARTICLE 111 

SECTION 3.01. Representations and Warranties of the Company. The 
Company represents and warrants to Parent and Sub as follows: 

(a) Organization, Standing and Power. Each of the Company and each 
of its subsidiaries (as defined in Section 8.03) (i) is duly organized, 
validly existing and in good 

7 

standing under the laws of the jurisdiction of its organization, (ii) has 
all requisite corporate power and authority to carry on its business as 
now being conducted and (iii) except as set forth in Section 3.01(a) of 
the disclosure schedule delivered by the Company to Parent prior to the 
execution of this Agreement (the "Company Disclosure Schedule"), is duly 
qualified or licensed to do business and is in good standing to do 
business in each jurisdiction in which the nature of its business or the 
ownership, leasing or operation of its properties makes such 
qualification or licensing necessary, other than where the failure to be 
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so qualified or licensed or in good standing individually or in the 
aggregate would not reasonably be expected to have a material adverse 
effect (as defined in Section 8.03). The Company has made available to 
Parent and its representatives true and complete copies of (A) the 
Restated Certificate of Incorporation and By-laws of the Company by 
reference to the Filed SEC Documents (as defined in Section 3.01(e)), in 
each case as amended to the date of this Agreement and (B) the minutes of 
all meetings of the stockholders, the Board of Directors and each 
committee of the Board of Directors of the Company since June 1, 1998. 

(b) Subsidiaries. Section 3.01(b) (i) of the Company Disclosure 
Schedule contains a true and complete list of each Significant Subsidiary 
(as defined in Section 8.03) of the Company as of the date of this 
Agreement, including its jurisdiction of organization, the Company's 
interest therein and a brief description of the principal line or lines 
of business conducted by each such Significant Subsidiary. Except as set 
forth in Section 3.01(b) (i) of the Company Disclosure Schedule, all the 
issued and outstanding shares of capital stock of, or other equity or 
voting interests in, each subsidiary of the Company as of the date of 
this Agreement are owned by the Company, by another wholly owned 
subsidiary of the Company or by the Company and another wholly owned 
subsidiary of the Company, free and clear of all material pledges, 
claims, liens, charges, encumbrances and security interests of any kind 
or nature whatsoever (collectively, "Liens"), and are duly authorized, 
validly issued, fully paid and nonassessable. Except for the capital 
stock of, or other equity or voting interests in, its subsidiaries and as 
set forth in Section 3.01(b)(ii) of the Company Disclosure Schedule, as 
of the date of this Agreement, the Company does not own, directly or 
indirectly, any capital stock of, or other equity or voting interests in, 
any corporation, partnership, joint venture, association, limited 
liability company or other entity. 

(c) Capital Structure. The authorized capital stock of the Company 
consists of (i) 300,000,000 shares of Company Common Stock, (ii) 
1,770,000 shares of Cumulative Preferred Stock, par value $25.00 per 
share (the "Company Cumulative Preferred Stock"), of which 101,777 shares 
have been designated as Company 5% Cumulative Preferred Stock, (iii) 
750,000 shares of Cumulative Preference Stock, par value $25.00 per share 
(the "Company Cumulative Preference Stock"), of which 365,158 shares have 
been designated as Company 5% Cumulative Preference Stock and (iv) 
3,000,000 shares of Cumulative Preferential Stock, par value $35.00 per 
share (the "Company Cumulative Preferential Stock"). As of the close of 
business on September 10, 2001, (1) 99,817,628 shares of Company Common 
Stock (excluding shares held by the Company as treasury shares) were 
issued an6 outstanding, (2) 63,693 shares of Company Common Stock were 
held by the Company as treasury shares, (3) 2,232,100 

8 
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shares of Company Common Stock were reserved for issuance pursuant to the 
Company's 2000 Stock Award and Incentive Plan and the Company's Long-Term 
Performance-Based Incentive Plan (such plans, collectively, the 'ICompany 
Stock Plans"), of which 905,751 shares were subject to outstanding 
Company Stock Options (as defined below), (4) the following number of 
shares of Company Common Stock were reserved (or registered with the SEC 
(as defined in Section 3.01(d)) for issuance pursuant to each of the 
following Company Benefit Plans (as defined below): 876,125 shares under 
the Savings Plan For Employees of American Water Works Company, Inc. and 
its Designated Subsidiaries, 942,157 shares under the Employees' Stock 
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0 Ownership Plan of American Water Works Company, Inc. and its Designated 

Subsidiaries, 50,000 shares under the Company's Deferred Compensation 
Plan, 10,000 shares under the Company's Director Deferred Compensation 
Plan and 1 , 7 5 5 , 0 4 9  shares under the Company's Dividend Reinvestment and 
Stock Purchase Plan (collectively, the "Other Company Stock Plansu1), ( 5 )  
8 0 , 8 6 5 , 8 6 3  shares of Company Common Stock were reserved for issuance in 
connection with the rights (the "Company Rights") issued pursuant to the 
Rights Agreement dated as of February 1 8 ,  1999,  as amended as of June 1, 
2000 (as amended from time to time (the "Company Rights Agreement")), 
between the Company and BankBoston N.A. (presently known as Fleet 
National Bank), as Rights Agent, ( 6 )  101,777 shares of Company 5% 
Cumulative Preferred Stock were issued and outstanding, ( 7 )  365,158 
shares of Company 5% Cumulative Preference Stock were issued and 
outstanding, ( 8 )  no shares of Company Cumulative Preferred Stock (other 
than the Company 5 %  Cumulative Preferred Stock) were issued and 
outstanding, (9) no shares of Company Cumulative Preference Stock (other 
than the Company 5% Cumulative Preference Stock) were issued and 
outstanding and (10) no shares of Company Cumulative Preferential Stock 
were issued and outstanding. There are no outstanding stock appreciation 

Stock granted under any Company Stock Plan whether or not granted in 
tandem with a related Company Stock Option (as defined below). No shares 
of Company Capital Stock are owned by any subsidiary of the Company. As 
of the close of business on September 10, 2001, there were outstanding 
options to purchase Company Common Stock granted under the Company Stock 
Plans (collectively, the "Company Stock Options") to purchase 9 0 5 , 7 5 1  
shares of Company Common Stock with exercise prices on a per share basis 
lower than the Merger Consideration, and the weighted average exercise 
price of such Company Stock Options was equal to $ 2 3 . 6 5 .  Except as set 
forth above, as of the close of business on September 10, 2001, no shares 
of capital stock of, or other equity or voting interests in, the Company, 
or options, warrants or other rights to acquire any such stock or 
securities, were issued, reserved for issuance or outstanding. During the 
period from September 10, 2001 to the date of this Agreement, (x) there 
have been no issuances by the Company of shares of capital stock of, or 
other equity or voting interests in, the Company other than issuances of 
shares of Company Common Stock pursuant to the exercise of Company Stock 
Options outstanding on such date in accordance with their terms as in 
effect on the date of this Agreement and (y) there have been no issuances 
by the Company of options, warrants or other rights to acquire shares of 
capital stock or other equity or voting interests from the Company. All 
outstanding shares of capital stock of the Company are, and all shares 
that may be issued pursuant to the Company Stock Plans and Other Company 
Stock Plans will be, when 

0 rights or other rights that are linked to the price of Company Common 
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issued in accordance with the terms thereof, duly authorized, validly 
issued, fully paid and nonassessable and not subject to preemptive 

the Company or any of its subsidiaries, and, except as set forth above, 
no securities or other instruments or obligations of the Company or any 
of its subsidiaries the value of which is in any way based upon or 
derived from any capital or voting stock of the Company, having in any 
such case at any time (whether actual or contingent) the right to vote 
(or convertible into, or exchangeable for, securities having the right to 
vote) on any matters on which stockholders of the Company or any of its 
subsidiaries may vote. Except as set forth above and except as 
specifically permitted under Section 4.01(a) (including as set forth in 

, O  

I rights. There are no bonds, debentures, notes or other indebtedness of 

0 
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Section 4.01(a) (ii) of the Company Disclosure Schedule), there are no 
Contracts (as defined in Section 3.01(d)) of any kind to which the 
Company or any of its subsidiaries is a party or by which the Company or 
any of its subsidiaries is bound obligating the Company or any of its 
subsidiaries to issue, deliver or sell, or cause to be issued, delivered 
or sold, additional shares of capital stock of, or other equity or voting 
interests in, or securities convertible into, or exchangeable or 
exercisable for, shares of capital stock of, or other equity or voting 
interests in, the Company or any of its subsidiaries or obligating the 
Company or any of its subsidiaries to issue, grant, extend or enter into 
any such security, option, warrant, call, right or Contract. Except for 
the Stock Redemption and the redemption terms of any preferred stock of 
any of the Company's subsidiaries and as permitted by Section 
4.01(a) (i) (y), there are not any outstanding contractual obligations of 
the Company or any of its subsidiaries to (I) repurchase, redeem or 
otherwise acquire any shares of capital stock of, or other equity or 
voting interests in, the Company or any of its subsidiaries as of the 
date of this Agreement or (11) vote or dispose of any shares of the 
capital stock of, or other equity or voting interests in, any of the 
Company's subsidiaries as of the date of this Agreement. The copy of the 
Company Rights Agreement on file with the SEC (as defined in Section 
3.01(d)) as an exhibit to the Form 8-A Registration Statement of the 
Company filed with the SEC on March 1, 1999, as amended by the amendment 
thereto on file with the SEC as an exhibit to the Form 8-A Registration 
Statement of the Company filed on June 1, 2000, is complete and correct. 

(d) Authority; Noncontravention. (i) The Company has the requisite 
corporate power and authority to execute and deliver this Agreement and, 
subject to the Stockholder Approval (as defined in Section 3.01(n)) and 
the Company Required Consents (as defined below), to consummate the 
transactions contemplated hereby. The execution and delivery of this 
Agreement by the Company and the consummation by the Company of the 
transactions contemplated hereby have been duly authorized by all 
necessary corporate action on the part of the Company and no other 
corporate proceedings on the part of the Company are necessary to approve 
this Agreement or the Company Voting Agreement or to consummate the 
transactions contemplated hereby or thereby subject, in the case of the 
consummation of the Merger, to obtaining the Stockholder Approval 
(assuming consummation of the Stock Redemption). This Agreement has been 
duly executed and delivered by the Company and constitutes a valid and 
binding obligation of the Company, enforceable against the Company in 
accordance with its terms. The Board of Directors of the Company, at a 
meeting duly called and held at which all directors of the Company were 
present, duly and unanimously adopted 
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0 resolutions (A) approving the Stock Redemption and the Company Voting 
Agreement and approving and declaring advisable this Agreement, the 
Merger and the other transactions contemplated hereby, (B) directing that 
this Agreement be submitted to a vote at a meeting of the Company's 
stockholders and (C) recommending that the Company's stockholders adopt 
this Agreement. In its determination of whether the Merger is in the best 
interests of the Company's stockholders, the Board of Directors of the 
Company has complied with the provisions of Article Tenth of the Restated 
Certificate of Incorporation of the Company. The execution and delivery 
of this Agreement and the Company Voting Agreement and the consummation 
of the transactions contemplated hereby and thereby and compliance with 

0 

I the provisions hereof and thereof do not and will not conflict with, or 
~ 
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result in any violation or breach of, or default (with or without notice 
or lapse of time, or both) under, or give rise to a right of, or result 
in, termination, cancelation or acceleration of any obligation or to loss 
of a material benefit under, or result in the creation of any Lien in or 
upon any of the properties or assets of the Company or any of its 
subsidiaries under, or give rise to any increased, additional, 
accelerated or guaranteed rights or entitlements under, any provision of 
(x) the Restated Certificate of Incorporation or By-laws of the Company 
or the certificate of incorporation or by-laws (or similar organizational 
documents) of any of its subsidiaries, (y) subject to obtaining the third 
party consents set forth in Section 3.01(d) of the Company Disclosure 
Schedule, any loan or credit agreement, bond, debenture, note, mortgage, 
indenture, guarantee, lease or other contract, agreement, instrument, 
arrangement or understanding, whether oral or written (each, including 
all amendments thereto, a ffContractff), to which the Company or any of its 
subsidiaries is a party or any of their respective properties or assets 
is subject or (z) subject to obtaining the Company Required Consents and 
the receipt of the Stockholder Approval and the other matters referred to 
in the following sentence, any (A) statute, law, ordinance, rule or 
regulation applicable to the Company or any of its subsidiaries or their 
respective properties or assets ("Applicable Law"), ( B )  judgment, order 
or decree applicable to the Company or any of its subsidiaries or their 
respective properties or assets ("Judgment") , or ( C )  Permit (as defined 
in Section 3.01 (h)) other than, in the case of clauses (y) and (z) , any 
such conflicts, violations, breaches, defaults, rights, losses, Liens or 
entitlements that individually or in the aggregate would not reasonably 
be expected to have a material adverse effect. No consent, approval, 
order or authorization of, registration, declaration or filing with, or 
notice to, any domestic or foreign (whether national, federal, state, 
provincial, local or otherwise) government or any court, administrative 
agency or commission or other governmental or regulatory authority or 
agency (including a state public utility commission, state public service 
commission or similar state regulatory body (each, a llPUCrl)) (each a 
"Governmental Entity"), is required by or with respect to the Company or 
any of its subsidiaries in connection with (I) the execution and delivery 
of this Agreement by the Company, (11) the execution and delivery of the 
Company Voting Agreement or (111) the consummation of the transactions 
contemplated hereby and thereby or compliance with the provisions hereof 
and thereof, except for (1) the filing of a prernerger notification and 
report form by the Company under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976, as amended (the "HSR Act"), and the receipt, 
termination or expiration, as applicable, of such other approvals or 
waiting periods required under any other applicable competition, merger 
control, antitrust or similar law 

e 

e 
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e or regulation, including, if the Company has completed its acquisition of 
Azurix North America Corp. and Azurix Industrials Corp. prior to the 
Closing, the competition, merger control, antitrust or similar laws or 
regulations of Canada or the Investment Canada Act, if applicable, (2) 
the filing with the Securities and Exchange Commission (the IISEC") of a 
proxy statement relating to the adoption by the Company's stockholders of 

Statement") and such reports under the Securities Exchange Act of 1934, 
as amended (the "Exchange Act"), as may be required in connection with 
this Agreement, the Company Voting Agreement, the Merger and the other 
transactions contemplated hereby and thereby, (3) the filing of the 
Certificate of Merger with the Secretary of State of the State of 

e this Agreement (as amended or supplemented from time to time, the "Proxy 

1 http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3 188 19%2DOO00950157%2DO1%2D5 ... 3/14/02 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3


EDGAR ONLINE SEC Filing Page 26 of 83 

, e  
l 

e 

e 

0 

e Delaware and appropriate documents with the relevant authorities of other 
states in which the Company or any of its subsidiaries is qualified to do 
business, (4) any filings required under the rules and regulations of the 
New York Stock Exchange (llNYSE1l), (5) such consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices required 
under Applicable Laws and Judgments of any PUC, (6) such consents, 
approvals, orders, authorizations, registrations, declarations, filings 
and notices required under Applicable Laws and Judgments of any state 
departments of public health or departments of health or similar state 
regulatory bodies or of any federal or state regulatory body having 
jurisdiction over environmental protection or environmental conservation 
or similar matters (collectively, "Health Agencies"), (7) such consents, 
approvals, orders, authorizations, registrations, declarations, filings 
and notices required to be obtained from or made to any non-U.S. 
Governmental Entity due solely to the identity or involvement of 
Guarantor, Parent, Sub or any of their respective subsidiaries and (8) 
such other consents, approvals, orders, authorizations, registrations, 
declarations, filings and notices the failure of which to be obtained or 
made individually or in the aggregate would not reasonably be expected to 
have a material adverse effect. Consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices (x) 
described (i) in the foregoing clause ( 5 )  that are required to be 
obtained or made by the Company or any of its subsidiaries and (ii) in 
the foregoing clause ( 6 )  the failure of which to obtain or make would 
reasonably be expected to have a material adverse effect or (y) of any 
Governmental Entity that would not be required to be obtained or made by 
the Company or any of its subsidiaries but for an acquisition of a 
business or asset by the Company or any of its subsidiaries that is 
consummated after the date of this Agreement the failure of which to 
obtain or make would reasonably be expected to have a material adverse 
effect are hereinafter referred to as the "Company Required Consents.ll 

e 

0 

(ii) The Company and the Board of Directors of the Company have 
taken all action necessary to (A) render the Company Rights 
inapplicable to the execution, delivery and performance of this 
Agreement and the Company Voting Agreement and to the consummation 
of the Merger and any acquisition of Company Common Stock 
contemplated by Section 4.03 (b) and ( B )  ensure that (x) neither 
Parent nor any of its affiliates or associates is or will become an 
"Acquiring Person" (as defined in the Company Rights Agreement) by 
reason of the execution, delivery and performance of this Agreement 
or the Company Voting Agreement or by reason of the consummation of 
the Merger or any acquisition of Company Common Stock contemplated 
by Section 4.03 (b) , ( y )  

0 
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e 
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neither a "Distribution Date" nor a "Triggering Event" (each as 
defined in the Company Rights Agreement) shall occur by reason of 
the execution, delivery and performance of this Agreement or the 
Company voting Agreement or by reason of the consummation of the 
Merger or any acquisition of Company Common Stock contemplated by 
Section 4.03(b) and (z) except as set forth in Section 3.01(d) (ii) 
of the Company Disclosure Schedule, the Company Rights shall 
terminate or be redeemed prior to the Effective Time. 

(e) SEC Documents. The Company has filed with the SEC all forms, 
reports, schedules, statements and other documents required to be filed 
with the SEC by the Company since January 1, 2000 (together with all 
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information incorporated therein by reference, the "SEC Documents"). 
Except as set forth in Section 3.01(e) of the Company Disclosure 
Schedule, no subsidiary of the Company is required to file any form, 
report, schedule, statement or other document with the SEC. As of their 
respective dates, the SEC Documents complied in all material respects 
with the requirements of the Securities Act of 1933 (the "Securities 
Act") or the Exchange Act, as the case may be, and the rules and 
regulations of the SEC promulgated thereunder applicable to such SEC 
Documents, and none of the SEC Documents at the time they were filed 
contained any untrue statement of a material fact or omitted to state a 
material fact required to be stated therein or necessary in order to make 
the statements therein, in light of the circumstances under which they 
were made, not misleading. Except to the extent that information 
contained in any SEC Document filed and publicly available prior to the 
date of this Agreement (a "Filed SEC Document") has been revised or 
superseded by a later filed Filed SEC Document, none of the SEC Documents 
contains any untrue statement of a material fact or omits to state a 
material fact required to be stated therein or necessary in order to make 
the statements therein, in light of the circumstances under which they 
were made, not misleading. The financial statements (including the 
related notes) included in the SEC Documents comply as to form in all 
material respects with applicable accounting requirements and the 
published rules and regulations of the SEC with respect thereto, have 
been prepared in accordance with generally accepted accounting principles 
in the United States (IrGAAP") (except, in the case of unaudited 
statements, as permitted by Form 10-Q of the SEC) applied on a consistent 
basis during the periods involved (except as may be indicated in the 
notes thereto) and fairly present in all material respects the 
consolidated financial position of the Company and its consolidated 
subsidiaries as of the dates thereof and their consolidated results of 
operations and cash flows for the periods then ended (subject, in the 
case of unaudited statements, to normal, recurring year-end audit 
adjustments) . 

(f) Absence of Certain Changes or Events. Since December 31, 2000, 
the Company and its subsidiaries have conducted their respective 
businesses only in the ordinary course consistent with past practice and 
other than as set forth in the Filed SEC Documents, there has not been 
(1) prior to the date of this Agreement, any state of facts, change, 
development, effect, condition or occurrence that individually or in the 
aggregate constitutes, has had, or would reasonably be expected to have, 
a material adverse effect, (ii) prior to the date of this Agreement, any 
declaration, setting aside or payment of any dividend on, or other 
distribution (whether in cash, stock or property) in respect. of, any of 

13 

0 

I. 

the Company's or any of its subsidiaries' capital stock or other equity 
or voting interests, except for dividends by a wholly owned subsidiary of 
the Company to its shareholders and except for the regular quarterly cash 
dividend with respect to (w) preferred stock of the Company's 
subsidiaries, in accordance with the terms thereof, (x) the Company 
Common Stock in the amount of $0.235 per share, in accordance with the 
Company's past dividend policy, (y) the Company 5% Cumulative Preferred 
Stock in the amount of $0.3125 per share, in accordance with the terms 
thereof, and ( 2 )  the Company 5% Cumulative Preference Stock in the amount 
of $0.3125 per share, in accordance with the terms thereof, (iii) prior 
to the date of this Agreement, any purchase, redemption or other 
acquisition of any shares of capital stock of, or other equity or voting 
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interests in, the Company or any options, warrants, calls or rights to 
acquire such shares or other interests, (iv) prior to the date of this 
Agreement, any split, combination or reclassification of any of the 
Company's capital stock or other equity or voting interests or any 
issuance or the authorization of any issuance of any other securities in 
respect of, in lieu of or in substitution for shares of capital stock of, 
or other equity or voting interests in, the Company, (v) prior to the 
date of this Agreement, any material unfunded liability incurred as a 
result of any entry by the Company or any of its subsidiaries into, or 
any amendment of, any Company Benefit Plan (as defined in Section 
3.01(k)), (vi) prior to the date of this Agreement, any change in 
financial or tax accounting methods, principles or practices by the 
Company or any of its subsidiaries, except insofar as may have been 
required by a change in GAAP or Applicable Law, (vii) except as set forth 
in Section 3.01(f) (vii) of the Company Disclosure Schedule, prior to the 
date of this Agreement, any material election with respect to taxes by 
the Company or any of its subsidiaries or any settlement or compromise of 
any material tax liability or refund or (viii) prior to the date of this 
Agreement, any revaluation by the Company or any of its subsidiaries of 
any of the material assets of the Company or any of its subsidiaries. 

(g) Litigation. Except as set forth in the Filed SEC Documents and 
except as set forth in Section 3.01(g) of the Company Disclosure 
Schedule, there is no suit, claim, action or proceeding pending or, to 
the knowledge of the Company, threatened against the Company or any of 
its subsidiaries or any of their respective assets that individually or 
in the aggregate would reasonably be expected to have a material adverse 
effect, nor is there any Judgment of any Governmental Entity or 
arbitrator outstanding against, or, to the knowledge of the Company, 
investigation, notice of violation, order of forfeiture or complaint by 
any Governmental Entity against, the Company or any of its subsidiaries 
that individually or in the aggregate would reasonably be expected to 
have a material adverse effect. 

(h) Compliance with Laws. Except as set forth in Section 3.01(h) of 
the Company Disclosure Schedule, and except with respect to Environmental 
Laws (as defined in Section 3.01(])), the Employee Retirement Income 
Security Act of 1974, as amended ("ERISA"), and taxes, which are the 
subject of Sections 3.01(j), 3.01(k) and 3.01(1), respectively, or as set 
forth in the Filed SEC Documents, the Company and its subsidiaries are in 
compliance with all Applicable Laws and Judgments of any Governmental 
Entity applicable to their businesses or operations, except for instances 
of noncompliance that individually or in the aggregate would not 
reasonably be expected to 

0 
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0 

have a material adverse effect. Neither the Company nor any of its 
subsidiaries has received, since January 1, 2001, a written notice or 
other written communication alleging a possible violation by the Company 
or any of its subsidiaries of any Applicable Law or Judgment of any 
Governmental Entity applicable to its businesses or operations, except 
for written notices or other written communications alleging possible 
violations that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect. The Company and its 
subsidiaries have in effect all material permits, licenses, variances, 
exemptions, authorizations, franchises, orders and approvals of all 
Governmental Entities (collectively, "Permits"), necessary or advisable 
for them to own, lease or operate their properties and assets and to 
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carry on their businesses as now conducted, except for those which the 
failure to obtain individually or in the aggregate would not reasonably 
be expected to have a material adverse effect. Neither the Company nor 
any of its subsidiaries is in violation of, default (with or without 
notice or lapse of time or both) under, or event giving to any other 
person any right of termination, amendment or cancelation of, with or 
without notice or lapse of time or both, any Permit of the Company or any 
of its subsidiaries, except for any such violations, defaults or events 
that individually or in the aggregate would not reasonably be expected to 
have a material adverse effect. 

(i ) [Intent ionally omitted] 

( j )  Environmental Matters. Except as disclosed in the SEC Documents 
and as set forth in Section 3.01(j) of the Company Disclosure Schedule, 
and except for such matters that individually or in the aggregate would 
not reasonably be expected to have a material adverse effect: (i) each of 
the Company and its subsidiaries possesses all Environmental Permits (as 
defined below) necessary to conduct its businesses and operations; (ii) 
each of the Company and its subsidiaries is in compliance with all 
applicable Environmental Laws and all applicable Environmental Permits, 
and none of the Company or its subsidiaries has received any written 
communication from any Governmental Entity or other person that alleges 
that the Company or any of its subsidiaries has violated or is liable 
under any Environmental Law or Environmental Permit; (iii) there are no 
Environmental Claims (as defined below) pending or, to the knowledge of 
the Company, threatened in writing (A) against the Company or any of its 
subsidiaries or (B) against any person whose liability for any such 
Environmental Claim the Company or any of its subsidiaries has retained 
or assumed, either contractually or by operation of law; and (iv) to the 
knowledge of the Company, there have been no Releases (as defined below) 
of any Hazardous Materials (as defined below) that would reasonably be 
expected to form the basis of any Environmental Claim or any liability 
under any Environmental Law or Environmental Permit. 

For the purposes of this Agreement: (A) I1Environmental Claims1! means 
any and all administrative, regulatory or judicial actions, orders, 
decrees, suits, demands, demand letters, directives, claims, liens, 
investigations, proceedings or notices of noncompliance or violation by 
any Governmental Entity or other person alleging liability arising out 
of, based on or related to (x) the presence, Release or threatened 
Release of, or exposure to, any Hazardous Materials at any location, 
whether or not owned, operated, leased or 

15 

0 
managed by the Company or any of its subsidiaries, or (y) any other 
circumstances forming the basis of any violation or alleged violation of 
any Environmental Law or Environmental Permit; (B) llEnvironmental Laws!! 
means all laws, rules, regulations, orders, decrees, common law, 
judgments or binding agreements issued, promulgated or entered into by or 
with any Governmental Entity relating to pollution or protection of the 
environment (including ambient air, surface water, groundwater, soils or 
subsurface strata) or to health and safety as affected by the exposure to 
Hazardous Materials, including laws and regulations relating to the 
presence of, exposure to, Release of or threatened Release of Hazardous 
Materials or otherwise relating to the generation, manufacture, 
processing, distribution, use, treatment, storage, recycling, transport, 
handling of, or the arrangement for such activities with respect to, 
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Hazardous Materials; (C) I1Environmental Permits" means all permits, 
licenses, certificates, registrations, waivers, exemptions and other 
authorizations required under applicable Environmental Laws; (D) 
iBHazardous MaterialsBB means all hazardous, toxic, explosive or 
radioactive substances, wastes or other pollutants, including (x) 
petroleum, petroleum distillates and all other hydrocarbons, asbestos or 
asbestos-containing material, and (y) all other substances or wastes of 
any nature prohibited, limited or regulated as harmful to or polluting of 
or in order to protect the environment; and (E) iBReleaseil means any 
release, spill, emission, leaking, dumping, injection, pouring, deposit, 
disposal, discharge, dispersal, leaching or migration into or through the 
environment (including ambient air, surface water, groundwater, land 
surface or subsurface strata) or within any building, structure, facility 
or fixture. 

(k) ERISA Compliance. (i) Section 3.01 (k) (i) of the Company 
Disclosure Schedule contains a true and complete list of any benefit, 
employment, personal services, collective bargaining, compensation, 
change in control, severance, time-off or perquisite agreement, plan, 
policy or other similar arrangement, (A) covering one or more current or 
former employees or directors of, or current or former independent 
contractors with respect to, the Company or any of its subsidiaries 
(each, a I1Participant1l), and maintained by the Company and/or one or more 
of its subsidiaries or (B) with respect to which the Company and/or any 
of its subsidiaries has or would reasonably be expected to have any 
liability (collectively, iBCompany Benefit Plansii). The Company has 
provided or made available to Parent true and complete copies of (1) each 
Company Benefit Plan (or, in the case of any unwritten Company Benefit 
Plans, descriptions thereof), ( 2 )  the most recent annual report on Form 
5500 required to be filed with the United States Internal Revenue Service 
(the I I I R S i O  with respect to each Company Benefit Plan (if any such report 
was required), ( 3 )  the most recent summary plan description for each 
Company Benefit Plan for which such summary plan description is required 
and ( 4 )  each trust agreement and group annuity contract relating to any 
Company Benefit Plan; provided that any of the foregoing not provided to 
Parent as of the date of this Agreement shall be delivered to Parent 
promptly but in no event later than 30 days following the date of this 
Agreement. Each Company Benefit Plan has been administered in accordance 
with its terms, except where the failure so to be administered 
individually or in the aggregate would not reasonably be expected to have 
a material adverse effect. The Company and its subsidiaries and all the 
Company Benefit Plans are in compliance with all applicable provisions of 
ERISA and the Code, except for instances of possible noncompliance that 

e 
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individually or in the aggregate would not reasonably be expected to have 
a material adverse effect. Except as set forth in Section 3.01(k) (i) of 
the Company Disclosure Schedule, all Company Benefit Plans that are 
intended to be qualified under Section 401(a) of the Code have received 
favorable determination letters from the IRS to the effect that such 
Company Benefit Plans are qualified and exempt from Federal income taxes 
under Sections 401(a) and S01(a), respectively, of the Code, and no such 
determination letter has been revoked nor, to the knowledge of the 
Company, has revocation been threatened, and nothing has occurred since 
the date of such letter that would reasonably be expected to adversely 
affect its qualification. There is not pending or, to the knowledge of 
the Company, threatened any litigation relating to the Company Benefit 
Plans that individually or in the aggregate would reasonably be expected 
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to have a material adverse effect 

(ii) Neither the Company nor any of its subsidiaries, nor any 
Company Benefit Plan which is subject to ERISA, has engaged in a 
”prohibited transactiont1 (as such term is defined in Section 406 of 
ERISA or Section 4975 of the Code) or any other breach of fiduciary 
responsibility that could subject the Company, any of its 
subsidiaries or any officer of the Company or any of its 
subsidiaries to the tax or penalty on prohibited transactions 
imposed by such Section 4975 or to any liability under Section 
502(i) or 502(1) of ERISA, except for any such tax, penalty or 
liability that individually or in the aggregate would not reasonably 
be expected to have a material adverse effect. All contributions and 
premiums required to be made under the terms of any Company Benefit 
Plan as of the date hereof have been timely made or have been 
reflected on the most recent consolidated balance sheet filed or 
incorporated by reference in the Filed SEC Documents, except as, 
individually or in the aggregate, would reasonably be expected to 
have a material adverse effect. 

(iii) Except as, individually or in the aggregate, would not 
reasonably be expected to have a material adverse effect, the 
deduction of any amount payable pursuant to the terms of the Company 
Benefit Plans would not reasonably be expected to be subject to 
disallowance under Section 162(m) (before giving effect to Section 
162(m) ( 4 )  (F)) of the Code for taxable years of the Company ending 
prior to the date hereof. 

(iv) Section 3.01 (k) (iv) of the Company Disclosure Schedule 
contains a list of all Company Benefit Plans which, as a consequence 
of the consummation of the Merger, are reasonably expected to (x) 
entitle any Participant to severance pay and/or (y) accelerate the 
time of payment or vesting or trigger any payment or funding 
(whether through a grantor trust or otherwise) of compensation or 
benefits under, increase the amount payable or trigger any other 
material obligation. 

(v) The Company has provided to Parent a true and complete copy 
of the Report (as hereinafter defined) given to the compensation 
committee of the 

17 

board of directors of the Company containing the estimates of any 
payments and/or benefits that would reasonably be expected to be 
received (whether in cash or property or the vesting of property) as 
a result of the Merger or any other transaction contemplated by this 
Agreement (including as a result of termination of employment on or 
following the Effective Time) by any Participant who is a 
“disqualified individual” (as such term is defined in proposed 
Treasury Regulation Section 1.280G-1) (each, a “Primary Company 
Executive’t) under any Company Benefit Plan (including any additional 
payment from the Company or any of its subsidiaries or any other 
person in the event that the excise tax under Section 4999 of the 
Code is imposed on such individual) that would be reasonably be 
expected to be paid to the Primary Company Executives as a result of 
the Merger and the other transactions contemplated by this Agreement 
(including as a result of termination of employment on or following 
the Effective Time) under all Company Benefit Plans and (y) the 
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"base amount" (as defined in Section 280G(b) (3) of the Code) for 
each Primary Company Executive, all as calculated and set forth in 
the report (dated August 1, 2001) prepared by the compensation 
consultant retained by the Company (the llReport"). To the knowledge 
of the Company, the information provided to the compensation 
consultant that prepared the Report is accurate in all material 
respects. 

(1) Taxes. Except as would not, individually or in the aggregate 
with respect to clause (i), (ii), (iii) or (iv), reasonably be expected 
to have a material adverse effect: (i) Each of the Company and each of 
its subsidiaries has filed (or caused to be filed) all tax returns 
required to be filed by it and all such returns are true, complete and 
correct, or requests for extensions to file such tax returns have been 
timely filed, granted and have not expired. Each of the Company and each 
of its subsidiaries has paid (or caused to be paid) all taxes shown as 
due on such tax returns, and the most recent financial statements 
contained in the Filed SEC Documents reflect an adequate reserve (in 
addition to any reserve for deferred taxes established to reflect timing 
differences between book and tax income) of tax €or all taxes payable by 
each of the Company and each of its subsidiaries for all taxable periods 
and portions thereof accrued through the date of such financial 
statements. 

(ii) Except as set forth in Section 3.01(1) (ii) of the Company 
Disclosure Schedule, no tax return of the Company or any of its 
subsidiaries is under audit or examination by any taxing authority, 
and no written notice of such an audit or examination has been 
received by the Company or any of its subsidiaries. There is no 
deficiency, refund litigation, written proposed adjustment or matter 
in controversy with respect to any taxes due and owing by the 
Company or any of its subsidiaries. Each deficiency resulting from 
any completed audit or examination relating to taxes by any taxing 
authority has been timely paid, except for such deficiencies being 
contested in good faith and for which adequate reserves are 
reflected on the books of the Company. The United States Federal 
income tax returns of the Company and each of its subsidiaries 
consolidated in such tax returns have been either examined by and 
settled with the 

18 

0 
IRS or closed by virtue of the applicable statute of limitations and 
no requests for waivers of the time to assess any such taxes are 
pending. 

(iii) No liens for taxes (other than for current taxes not yet 
0 due and payable or for taxes being contested in good faith and for 

which adequate reserves are reflected on the books of the Company) 
exist with respect to any assets or properties of the Company or any 
of its subsidiaries. Neither the Company nor any of its subsidiaries 
is bound by any agreement with respect to the allocation, 
indemnification or sharing of taxes. I 

(iv) Neither the Company nor any of its subsidiaries has 
constituted either a "distributing corporation" or a Ilcontrolled 
corporation" in a distribution of stock qualifying for tax-free 
treatment under Section 3 5 5  of the Code (x) in the two years prior 
to the date of this Agreement or ( y )  in a distribution which could 
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otherwise constitute part of a "plan" or "series of related 
transactions" (within the meaning of Section 355(e) of the Code) in 
conjunction with the Merger. 

(v) As used in this Agreement, (A) I1taxes" shall include (1) 
all forms of taxation, whenever created or imposed, and whether 
domestic or foreign, and whether imposed by a national, federal, 
state, provincial, local or other Governmental Entity, including all 
interest, penalties and additions imposed with respect to such 
amounts, (2) liability for the payment of any amounts of the type 
described in clause (1) as a result of being a member of an 
affiliated, consolidated, combined or unitary group and (3) 
liability for the payment of any amounts as a result of being party 
to any tax sharing agreement or as a result of any express or 
implied obligation to indemnify any other person with respect to the 
payment of any amount described in clause (1) or (2) and (B) "tax 
returns" shall mean all domestic or foreign (whether national, 
federal, state, provincial, local or otherwise) returns, 
declarations, statements, reports, schedules, forms and information 
returns relating to taxes and any amended tax return. 

(m) State Takeover Statutes. Assuming the accuracy of the 
representations and warranties set forth in Section 3.02(h), the approval 
by the Board of Directors of the Company of this Agreement, the Company 
Voting Agreement and the Merger and any acquisition of Company Common 
Stock contemplated by Section 4.03(b) constitutes approval of this 
Agreement, the Company Voting Agreement and the Merger and any 
acquisition of Company Common Stock contemplated by Section 4.03(b) for 
purposes of Section 203 of the DGCL and such approval represents the only 
action necessary to ensure that the restrictions contained in Section 
203(a) of the DGCL do not and will not apply to the performance o f  this 
Agreement, to the consummation of the Merger in accordance with the 
provisions of  this Agreement or any acquisition of Company Common Stock 
contemplated by Section 4.03(b) or to the Company Voting Agreement. 
Assuming the accuracy of the representations and warranties set forth in 
Section 3.02(h), no other state takeover or similar statute or regulation 
(excluding, for the avoidance of doubt, any Applicable Law which requires 
the Company Required Consents or the Parent 

19 

Required Consents to be obtained) is applicable to this Agreement, the 
Company Voting Agreement or the Merger or any acquisition of Company 
Common Stock contemplated by Section 4.03(b). 

(n) Voting Requirements. The affirmative vote at the Stockholders 
Meeting (as defined in Section 5.01(b)) or any adjournment or 
postponement thereof of the holders of a majority of the votes 
represented by all the outstanding shares of Company Common Stock and 
Company 5% Cumulative Preferred Stock, voting together as a single class, 
with each share of Company Common Stock entitled to one vote and each 
share of Company 5% Cumulative Preferred Stock entitled to 1110th of a 
vote, in favor of adopting this Agreement (the I'Stockholder Approval") is 
the only vote of the holders of any class or series of the Company's 
capital stock necessary to approve or adopt this Agreement or the Merger. 
The affirmative vote of the holders of the Company Capital Stock is not 
necessary to approve any other action required to be taken by this 
Agreement or the Company Voting Agreement (other than the consummation of 
the Merger). 
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( 0 )  Regulation as a Utility. Except as set forth in Section 3 . 0 1 ( 0 )  
of the Company Disclosure Schedule , the Company is not subject to 
regulation as a public utility holding company, public utility or public 
service company (or similar designation) by any PUC. Section 3 . 0 1 ( 0 )  of 
the Company Disclosure Schedule contains a true and complete list of each 
subsidiary of the Company that is subject to regulation as a public 
utility or public service company (or similar designation) by any PUC, 
including the name of each such jurisdiction in which such subsidiary is 
subject to such regulation. None of the Company or any of its 
subsidiaries is a '#public utility company'' or a "holding company" within 
the meaning of Section 2 (a) ( 5 )  or 2 (a) ( 7 ) ,  respectively, of the Public 
Utility Holding Company Act of 1935 (the "Holding Company Act") or a 
"subsidiary company" or an lsaffiliate'l (within the meaning of Section 
2 (a) ( 8 )  or 2 (a) (ll), respectively, of the Holding Company Act) of any 
holding company which is required to register as a holding company under 
the Holding Company Act. All filings required to be made by the Company 
or any of its subsidiaries since January 1, 2000, under any Applicable 
Laws or Judgments relating to the regulation of public utilities or 
public service companies (or similarly designated companies), have been 
filed with the appropriate PUC, Health Agency or other appropriate 
Governmental Entity, as the case may be, including all forms, statements, 
reports, agreements (oral or written) and all documents, exhibits, 
amendments and supplements appertaining thereto, including but not 
limited to all rates, tariffs, franchises, service agreements and related 
documents and all such filings complied, as of their respective dates, 
with all applicable requirements of all Applicable Laws or Judgments, 
except for such filings or such failures to comply that individually or 
in the aggregate would not reasonably be expected to have a material 
adverse effect. 

(p) Title to Properties. (i) Each of the company and each of its 
subsidiaries owns or has valid and enforceable right to use under 
existing franchises, water rights, easements or licenses, or valid and 
enforceable leasehold interests in, all of its properties, rights and 
assets necessary for the conduct of its respective business and 
operations as currently conducted, except where the failure to have such 
title, rights or interests . 

2 0  . 
. 

I. 

individually or in the aggregate would not reasonably be expected to have 
a material adverse effect. All such properties, rights and assets, other 
than properties, rights and assets in which the Company or any of its 
subsidiaries has a leasehold interest, are free and clear of all Liens, 
except for Liens relating to secured indebtedness or that individually or 
in the aggregate would not reasonably be expected to have a material 
adverse effect. 

(9) Brokers. No broker, investment banker, financial advisor or 
other person, other than Goldman, Sachs & Co., the fees and expenses of 
which will be paid by the Company, is entitled to any broker's, finder's, 
financial advisor's or other similar fee or commission in connection with 
the transactions contemplated by this Agreement based upon arrangements 
made by or on behalf of the Company or any of its subsidiaries. 

(r) Opinion of Financial Advisor. The Company has received the 
written opinion of Goldman, Sachs & Co. to the effect that, as of the 
date of this Agreement, the Merger Consideration is fair to the Company's 
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( s )  Contracts. All material Contracts to which the Company or any o f  
its subsidiaries is a party or any of their respective properties or 
assets is subject that are required to be filed as an exhibit to any 
Filed SEC Document have been filed as an exhibit to such Filed SEC 
Document (such filed Contracts, the "Filed Contracts"). All the Filed 
Contracts are valid and in full force and effect, except to the extent 
they have previously expired or terminated in accordance with their terms 
or they expire or terminate in compliance with the provisions of Section 
4.01(a) (x) (C) and except for any invalidity or failure to be in full 
force and effect which would not reasonably be expected to have a 
material adverse effect. None of the Company or any of its subsidiaries 
is in violation of or default (with or without notice or lapse of time or 
both) under, or has waived or failed to enforce any rights or benefits 
under, any Filed Contract, except for violations, defaults, waivers or 
failures to enforce rights or benefits that individually or in the 
aggregate would not reasonably be expected to have a material adverse 
effect. 

a 

a 

a 

a 

a 

a 
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(t) Information Supplied. None of the information included or 
incorporated by reference in the Proxy Statement will, at the date the 
Proxy Statement is filed with the SEC or mailed to the Company's 
stockholders or at the time of the Stockholders Meeting, or at the time 
of any amendment or supplement thereof, contain any untrue statement of a 
material fact or omit to state any material fact required to be stated 
therein or necessary in order to make the statements therein, in light of 
the circumstances under which they are made, not misleading, except that 
no representation or warranty is made by the Company with respect to 
statements made in the Proxy Statement based on information supplied by 
Guarantor, Parent or Sub specifically for inclusion or incorporation by 
reference therein. The Proxy Statement will comply as to form in all 
material respects with the requirements of the Exchange Act and the rules 
and regulations promulgated thereunder. 

21 

SECTION 3.02. Representations and Warranties of Guarantor, Parent 
and Sub. Guarantor, Parent and Sub jointly and severally represent and warrant 
to the Company as follows: 

(a) Organization. Each of Guarantor and Parent is a company duly 
organized and validly existing under the laws of the Federal Republic of 
Germany. Sub is a corporation duly organized, validly existing and in 
good standing under the laws of the State of Delaware. Each of Guarantor, 
Parent and Sub (i) has all requisite corporate power and authority to 
carry on its business as now being conducted and (ii) is duly qualified 
or licensed to do business and is, if applicable, in good standing to do 
business in each jurisdiction in which the nature of its business or the 
ownership, leasing or operation of its properties makes such 
qualification or licensing necessary, other than where the failure to be 
so qualified or licensed or in good standing individually or in the 
aggregate would not reasonably be expected to prevent or materially 
impede or delay the consummation of the Merger or the other transactions 
contemplated hereby. Guarantor owns 100% of the outstanding capital stock 
of Parent and, indirectly through Parent, 100% of the outstanding capital 
stock of Sub. 

(b) Authority; Noncontravention. Guarantor, Parent and Sub have the 
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requisite corporate power and authority to execute and deliver this 
Agreement and, subject to the Parent Required Consents (as defined 
below), to consummate the transactions contemplated hereby and Parent has 
the requisite corporate power and authority to execute and deliver the 
Company Voting Agreement and to consummate the transactions contemplated 
thereby. The execution and delivery of this Agreement by Guarantor, 
Parent and Sub, the execution and delivery of the Company Voting 
Agreement by Parent and the consummation by Guarantor, Parent and Sub of 
the transactions contemplated hereby and thereby have been duly 
authorized by all necessary company or corporate action, as applicable, 
on the part of Guarantor, Parent and Sub and no other corporate 
proceedings on the part of Guarantor, Parent or Sub are necessary to 
approve this Agreement or the Company Voting Agreement or to consummate 
the transactions contemplated hereby or thereby. This Agreement has been 
duly executed and delivered by Guarantor, Parent and Sub and the Company 
Voting Agreement has been duly executed and delivered by Parent and each 
of this Agreement and the Company Voting Agreement constitutes the valid 
and binding obligation of Guarantor, Parent and Sub, as applicable, 
enforceable against Guarantor, Parent and Sub, as applicable, in 
accordance with their terms. The execution and delivery of this Agreement 
and the Company Voting Agreement and the consummation of the transactions 
contemplated hereby and thereby and compliance with the provisions of 
this Agreement and the Company Voting Agreement do not and will not 
conflict with, or result in any violation or breach of, or default (with 
or without notice or lapse of time, or both) under, or give rise to a 
right of, or result in, termination, cancelation or acceleration of any 
obligation or to loss of a material benefit under, or result in the 
creation of any Lien upon any of the properties or assets of Guarantor, 
Parent or Sub under, or give rise to any increased, additional, 
accelerated or guaranteed rights or entitlements under, any provision of 
(i) the Certificate of Incorporation or By-laws of Sub or equivalent 
organizational documents of Guarantor or Parent, (ii) any Contract 
applicable to Guarantor, Parent, Sub or their 
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e 

e 

e 

i o  

respective subsidiaries or their respective properties or assets or (iii) 
subject to obtaining the Parent Required Consents and other matters 
referred to in the following sentence, any (A) Applicable Law or (B) 
Judgment, in each case applicable to Guarantor, Parent, Sub or their 
respective subsidiaries or their respective properties or assets, other 
than, in the case of clauses (ii) and (iii), any such conflicts, 
violations, defaults, rights, losses or Liens that individually or in the 
aggregate would not reasonably be expected to prevent or materially 
impede or delay the consummation of the Merger or the other transactions 
contemplated hereby. No consent, approval, order or authorization of, 
registration, declaration or filing with, or notice to, any Governmental 
Entity is required by or with respect to Guarantor, Parent or Sub or 
their respective subsidiaries in connection with the execution and 
delivery of this Agreement and the Company Voting Agreement or the 
consummation by Guarantor, Parent and Sub of the transactions 
contemplated hereby and thereby or the compliance with the provisions of 
this Agreement and the Company Voting Agreement, except €or (1) the 
filing of a premerger notification and report form under the HSR Act and 
the receipt, termination or expiration, as applicable, of such other 
approvals or waiting periods required under any other applicable 
competition, merger control, antitrust or similar law or regulation, 
including, if the Company has completed its acquisition of Azurix North 
America Corp. and Azurix Industrials Corp. prior to the Closing, the 
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competition, merger control, antitrust or similar laws and regulations of 
Canada or the Investment Canada Act, if applicable, (2) the filing with, 
or furnishing to, the SEC of such reports under the Exchange Act as may 
be required in connection with this Agreement, the Company Voting 
Agreement, the Merger and the other transactions contemplated hereby and 
thereby, (3) the filing of the Certificate of Merger with the Secretary 
of State of the State of Delaware and appropriate documents with the 
relevant authorities of other states in which the Company is qualified to 
do business, ( 4 )  such consents, approvals, orders, authorizations, 
registrations, declarations, filings and notices required under 
Applicable Laws and Judgments of any PUC, (5) such consents, approvals, 
orders, authorizations, registrations, declarations, filings and notices 
required under the Applicable Laws and Judgments of any Health Agency, 
(6) such consents, approvals, orders, authorizations, registrations, 
declarations, filings and notices required to be obtained from or made to 
any Governmental Entity due solely to any acquisition of any business or 
person by the Company or any of its subsidiaries following the date of 
this Agreement and (7) such other consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices the 
failure of which to be obtained or made individually or in the aggregate 
would not impair in any material respect the ability of Guarantor, Parent 
or Sub to perform its obligations under this Agreement or prevent or 
materially impede or delay the consummation of the transactions 
cuntemplated by this Agreement. Consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices 
described (i) in the foregoing clause ( 4 )  that are required to be 
obtained or made by Guarantor, Parent or Sub or any of their respective 
subsidiaries and (ii) in the foregoing clause ( 5 )  the failure of which to 
obtain or make would impair in any material respect the ability of 
Guarantor, Parent or Sub to perform its obligations under this Agreement 
or prevent or materially impede or delay the consummation of the 
transactions contemplated by this Agreement, are hereinafter referred to 
as the "Parent Required Consents.1r No consent, approval, order, 
authorization, registration, declaration, filing or notice the failure of 
which to obtain or make would prevent or materially impede 
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or delay the consummation of the trarsactions contemplated by this 
Agreement with any non-U.S. Governmental Entity is required to be made or 
obtained by Guarantor, Parent or Sub or any of their respective 
subsidiaries in connection with the execution and delivery of this 
Agreement and the Company Voting Agreement or the consummation by 
Guarantor, Parent and Sub of the transactions contemplated hereby and 
thereby or the compliance with the provisions of this Agreement and the 
Company Voting Agreement, except for such consents, approvals, orders, 
authorizations, registrations, declarations, filings or notices (x) 
required as a result of a change in Applicable Law after the date of this 
Agreement or (y) required to be obtained from or made to any Governmental 
Entity due solely to any acquisition of a business or person by the 
Company or any of its subsidiaries following the date of this Agreement. 
To the knowledge of Guarantor and Parent, as of the date of this 
Agreement, there exists no state of facts, condition, event or 
circumstance which would materially adversely affect Parent's ability to 
obtain the Parent Required Consents in a reasonably timely manner. 

(c) Interim Operations of Sub. Sub was formed solely for the purpose 
of engaging in the transactions contemplated hereby and has engaged in no 
business other than in connection with the transactions contemplated by 
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this Agreement. e 
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(d) Regulation as a Utility. Except as set forth in Section 3.02(d) 
of the disclosure schedule delivered by Parent to the Company prior to 
the execution of this Agreement (the "Parent Disclosure Schedule") or as 
permitted in accordance with Section 4.03(a)(a), neither Guarantor, 
Parent, Sub nor any of their respective subsidiaries (1) is a "public 
utility company'! or a Itholding company" or a "subsidiary companyu9 of any 
holding company which is required to register as a holding company under 
the Holding Company Act, in each case as defined in the Holding Company 
Act, or (ii) is otherwise subject to regulation as a public utility 
holding company, public utility or public service company (or similar 
designation) by any PUC; provided, however, the foregoing representation 
shall not be deemed to be breached as a result of (x) after the date 
hereof, any of Guarantor, Parent or Sub or any of their respective 
subsidiaries entering into any operation and maintenance or concession 
contract that would not be prohibited under Section 4.03(a) (b) or ( y )  
changes in Applicable Law after the date of this Agreement. 

e 

e 

(e) Capital Resources. On or prior to the Closing Date, Parent will 
have sufficient cash to pay the Merger Consideration and any other 
amounts payable under Section 2.02. 

(f) Brokers. No broker, investment banker, financial advisor or 
other person, other than Merrill Lynch, Pierce, Fenner & Smith 
Incorporated and Morgan Stanley & Co. Incorporated, the fees and expenses 
of which will be paid by or on behalf of Parent, is entitled to any 
broker's, finder's, financial advisor's or other similar fee or 
commission in connection with the transactions contemplated by this 
Agreement based upon arrangements made by or on behalf of Guarantor, 
Parent, Sub or any of their subsidiaries. 

e 

23 

e 

e 

Page 38 of 83 

(g) Information Supplied. None of the information supplied or to be 
supplied by Guarantor, Parent or Sub specifically for inclusion in the 
Proxy Statement will, at the date the Proxy Statement is filed with the 
SEC or mailed to the Company's stockholders or at the time of the 
Stockholders Meeting, or at the time of any amendment or supplement 
thereof, contain any untrue statement of a materid fact or omit to state 
any material fact required to be stated therein or necessary in order to 
make the statements therein, in light of the circumstances under which 
they are made, not misleading. 

(h) Ownership of Company Stock. As of the date of this Agreement, 
neither Guarantor, Parent nor Sub nor any of their respective 
subsidiaries '!beneficially owns" (as such term is defined for purposes of 
Section 13(d) of the Exchange Act) any shares of Company Common Stock. 

ARTICLE IV 

Covenants Relating to Conduct of Business 
______-___- -___-________________________-  e 

SECTION 4.01. Conduct of Business. (a) Conduct of Business by the 
Company. During the period from the date of this Agreement to the Effective 
Time, except as consented to in writing by Parent (which consent shall not be 
unreasonably withheld or delayed; and which consent shall be deemed given if 
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the Company has not received written notice otherwise from Parent within five 
business days after requesting such consent of Parent as provided in Section 
4.01(b)) or as specifically contemplated by this Agreement, the Company shall, 
and shall cause each of its subsidiaries to, carry on their respective 
businesses in the ordinary course consistent with past practice and use their 
commercially reasonable efforts to comply with all Applicable Laws and, to the 
extent consistent therewith, use their commercially reasonable efforts to 
preserve their material assets and technology, preserve their relationships 
with PUCs, Health Agencies, customers, suppliers and others having business 
dealings with them and maintain their material franchises, rights and Permits 
necessary to the conduct of their business. Without limiting the generality of 
the foregoing, during the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent 
shall not unreasonably be withheld or delayed; and which consent shall be 
deemed given if the Company has not received written notice otherwise from 
Parent within five business days after requesting such consent of Parent as 
provided in Section 4.01(b)) or as specifically contemplated by this Agreement 
or as set forth in Section 4.01(a) of the Company Disclosure Schedule, the 
Company shall not, and shall not permit any of its subsidiaries to: 

(i) (x) declare, set aside or pay any dividends on, or make any 
other distributions (whether in cash, stock or property) in respect 
of, any of its capital stock or other equity or voting interests 
except for: 

(A) dividends by a direct or indirect wholly owned subsidiary 
of the Company to its shareholders; 

2 5  

e 

a 

e 

e 

a 

( B )  regular quarterly cash dividends with respect to the 
Company Common Stock, not in excess of an annual rate of 
$0.94 per share in 2001,  $0.98 per share in 2002 and $ 1 . 0 2  
per share in 2003, in each case with usual declaration, 
record and payment dates and in accordance with the 
Company's past dividend policy; 

(C )  if the Effective Time occurs other than on a record date 
for quarterly cash dividends with respect to the Company 
Common Stock, a "stub period" dividend equal PO an amount 
not to exceed 2 5 %  of the amount of the cash dividend per 
share permitted to be paid pursuant to the immediately 
preceding clause (B) during such fiscal year in which the 
Effective Time occurs multiplied by a fraction, the 
numerator of which is the number of days between the 
immediately preceding record date and the Effective Time 
and the denominator of which is the number of days between 
such record date and. the next regularly scheduled record 
date; 

(D) regular cash dividends with respect to outstanding shares 
of Company 5 %  Cumulative Preferred Stock in accordance 
with the terms thereof as in effect on the date of this 
Agreement; 

(E) regular cash dividends with respect to outstanding shares 
of Company 5% Cumulative Preference Stock in accordance 
with the terms thereof as in effect on the date of this 
Agreement; or 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3 188 19%2D0000950157%2D01%2D~.. . 3/14/02 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3


* 

e 

EDG-4R ONLINE SEC Filing Page 40 of 83 

(F) (x) cash dividends with respect to any outstanding shares 
of preferred stock of any of the Company's subsidiaries or 
(y) cash dividends with respect to any outstanding shares 
of non-preferred capital stock of any of the Company's 
non-wholly owned subsidiaries; provided, however, that in 
the case of subsidiaries owned as of the date of this 
Agreement, such dividends shall be paid only in the 
ordinary course of business consistent with such 
subsidiary's past practice; or 

(y) purchase, redeem or otherwise acquire any shares of capital 
stock of, or other equity or voting interests in, the company or its 
subsidiaries or any options, warrants, calls or rights to acquire any 
such shares or other interests, except (A) for the Stock Redemption, (B)  
purchases, redemptions or other acquisitions as required by the 
respective terms of any preferred stock of the Company or as required or 
permitted by the respective terms of any preferred stock of any of the 
Company's subsidiaries, (C) for the purpose of funding or providing 
benefits under employee benefit plans, stock option and other incentive 
compensation plans, directors plans and the dividend reinvestment 
provisions of the Company's Dividend Reinvestment and Stock Purchase 
Plan, (D) purchases, redemptions or other acquisitions in the ordinary 
course of business consistent with past practice of any voting stock of a 
subsidiary of the Company not held by the 

e 

2 6  

e 
Company or its subsidiaries or (E) the purchases of shares of capital 
stock of a wholly owned subsidiary of the Company by the Company or a 
wholly owned subsidiary of the Company; or 

e 

0 

0 

e 

e 

( 2 )  split, combine or reclassify any of its capital stock or 
other equity or voting interests or issue or authorize the issuance of 
any other securities in respect of, in lieu of or in substitution for 
shares of its capital stock or other equity or voting interests; 

(ii) issue, deliver, sell, pledge or otherwise encumber any 
shares of its capital stock, any other equity or voting interests or 
any securities convertible into, or exchangeable for, or any 
options, warrants, calls or rights to acquire, any such shares, 
interests or securities or any stock appreciation rights or other 
rights that are linked to the price of Company Common Stock other 
than : 

(A) the issuance of shares of Company Common Stock (and 
associated Company Rights) upon the exercise of Company 
Stock Options and settlement of all other rights to 
purchase or receive Company Common Stock (collectively, 
the "Company Stock Issuance Rights") in accordance with 
the terms of such Company Stock Options and Company Stock 
Issuance Rights as in effect on the date of this 
Agreement; 

(B) the delivery or sale of shares of Company Common Stock 
held as treasury stock of the Company as of the date 
hereof or thereafter purchased on the open market by the 
Company or one of its subsidiaries as permitted by, and 
for the purposes set forth in, Section 4.01(a) (i) (y) (C); 
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(C) the issuance of shares of capital stock to the Company or 
a wholly owned subsidiary of the Company by a subsidiary 
of the Company; 

(D) the issuance of shares of Company Common Stock pursuant to 
the Company Rights Agreement pursuant to the terms thereof 
as in effect on the date hereof; 

(E) to the extent permitted by Section 5.09(i), the issuance 
of shares of Company Common Stock pursuant to the 
Company's Dividend Reinvestment and Stock Purchase Plan; 
or 

(F) issuances of shares of Company Common Stock which are 
necessary, in the reasonable judgment of the Company, in 
order to maintain the credit ratings of the Company or its 
subsidiaries; provided that any such issuance of shares 
shall be permitted only if prior to such issuance the 
Company shall have consulted with 

27  

a 

Parent, and the Company and Parent shall have been unable 
to agree on a mutually acceptable alternative basis to 
maintain the credit rating of the Company or its 
subsidiary, as the case may be; 

a 
(iii) amend its certificate of incorporation or by-laws (or 

similar organizational documents) except as may be required by 
Applicable Law or by the rules and regulations of the New York Stock 
Exchange; or 

e 

e 

(iv) (A) directly or indirectly acquire or agree to acquire, 
whether by merging or consolidating with, or by purchasing assets 
of, or by any other manner, any assets constituting a business or 
any corporation, partnership, joint venture, association, limited 
liability company or other entity or division thereof, other than: 

(x) the acquisition of any business which is regulated by a PUC or 
owned or operated by a municipality or local Governmental 
Entity; provided, that all such acquisitions permitted by this 
clause (x) shall not involve aggregate payments (including debt 
assumption) by the Company and its subsidiaries of more than 
$300,000,000; or 

0 
(y) the acquisition of any business in or related to (1) the water 

services or wastewater services industry or ( 2 )  any line of 
business conducted by Azurix North America Corp. or Azurix 
Industrials Corp. on or prior to the date of consummation of 
the acquisition of such entities which is not regulated by a 
PUC or owned or operated by a municipality or local 
Governmental Entity; provided that all such acquisitions 

a permitted by this clause (y) shall not involve aggregate 
payments (including debt assumption) by the Company or any of 
its subsidiaries of more than $100,000,000; 

provided that, if the Company or any of its subsidiaries requests 
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the consent of Parent for any acquisition not otherwise permitted by 
this clause (A) then Parent shall promptly inform the Company 
whether Guarantor or any of its subsidiaries is participating or 
intends to participate in the bidding for such acquisition and, if 
Parent informs the Company that Guarantor or one of its subsidiaries 
is participating or intends to participate in the bidding for such 
acquisition or if Guarantor or one of its subsidiaries does in fact 
so participate, then the Company shall not be subject to the 
provisions of this Section 4.01(a) (iv) with respect to such 
acquisition (provided further that, for the purposes of this Section 
4.01(a) (iv), the Company may presume (absent written notice to the 
contrary from Parent) that Guarantor or one of its subsidiaries is 
participating in any competitive bidding process for an acquisition 
which (i) is not prohibited by Section 4.03 and (ii) has been 
marketed broadly to major participants in the water services or 
wastewater services industries and shall not be required to request 
the consent of 

2 8  

Parent or otherwise be subject to the provisions of this Section 
4.01(a) (iv) with respect to any such acquisition); or 

(B) any other assets that are material (unless such assets 
are acquired in the ordinary course of business), other than assets 
constituting a business the acquisition of which does not require 
consent or approval under Section 4.01 (a) (iv) (A) ; 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any acquisition which requires approval of the Company's Board of 
Directors; or 

(v) directly or indirectly sell, lease, license, sell and 
leaseback, mortgage or otherwise encumber or subject to any Lien or 
otherwise dispose of any real property, or any other properties or 
assets or any interest therein that are material, individually or in 
the aggregate, other than: 

sales of real property or other properties or assets, 
provided that the fair market value of all such properties 
and assets does not exceed $100,000,000; 

the sale of any property or asset that the Company or one 
of its subsidiaries is legally required, or under bona 
fide threat of condemnation or similar proceedings, to 
sell to any Governmental Entity so long as the Company 
sells such property or asset to such Governmental Entity 
in a manner consistent with past practice; 

the sale of shares of capital stock or other securities 
which are held as passive minority investments so long as 
such sale is made in an arm's-length transaction; or 

the grant of easements, rights of way and Liens in the 
ordinary course of business consistent with past practice, 
or in connection with secured indebtedness of the Company 
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or any of its subsidiaries permitted by Section 
4.01 (a) (vi) and consistent with past practice; 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any sale, lease, license, sale/leaseback, mortgage, 

29 

encumbrance or other disposition which requires approval of the 
Company's Board of Directors; or 

(vi) (x) incur any indebtedness or guarantee any indebtedness 
of another person or issue or sell any debt securities or options, 
warrants, calls or other rights to acquire any debt securities of 
the Company or any of its subsidiaries, enter into any interest rate 
protection agreement or other hedging arrangement, guarantee any 
debt securities of another person, enter into any "keep well" or 
other agreement to maintain any financial statement condition of 
another person or enter into any arrangement having the economic 
effect of any of the foregoing (excluding for purposes of 
clarification, advances received as contemplated by Section 
4.01 (a) (vii) (B) ) , except for: 

(A) the incurrence of short-term indebtedness in the ordinary 
course of business consistent with past practice; 

( B )  the incurrence of long-term indebtedness and interest rate 
protection and other hedging arrangements in respect of 
such long-term indebtedness so long as the aggregate 
amount of such long-term indebtedness outstanding as of 
the end of each fiscal year ended after the date of this 
Agreement (excluding, without duplication, long-term 
indebtedness otherwise permitted under this Section 
4.01(a) (vi) (x), but including long-term indebtedness 
incurred to fund capital expenditures permitted by Section 
4.01(a) (vii) to the extent the incurrence of such 
indebtedness is included in the Company's business plan 
described below), does not exceed 1 1 0 %  of the aggregate 
amount of all long-term indebtedness contemplated to be 
outstanding as of the end of such fiscal year by the 
Company's business plan for the five-year period ending on 
December 31, 2005, a true and complete copy of which has 
been provided to Parent prior to the date of this 
Agreement; 

(C) (1) the incurrence of indebtedness or guarantees of 
indebtedness to finance acquisitions and the incurrence or 
assumption of indebtedness of the entities acquired in 
such acquisitions, in either case in connection with 
acquisitions permitted by Section 4.01 (a) (iv) , or (2) the 
incurrence of indebtedness or guarantees of indebtedness 
to fund capital expenditures permitted by Section 
4.01 (a) (vii) ; 

(D) the incurrence of any guarantees, bid bonds, performance 
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bonds, surety bonds, payment bonds, letters of credit and 
"keep well" agreements and other similar arrangements 
entered into in the ordinary course of business consistent 
with past practice between the Company and its 
subsidiaries or in support of the indebtedness 

' e  
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e 

e 

e 

e 

e 
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or other obligations of the Company, the Company's 
subsidiaries or among the Company's subsidiaries; or 

(E) the incurrence of indebtedness in an amount equal to (1) 
the cost of Company Common Stock purchased for issuance 
pursuant to Section 4.01(a) (ii) (B) , plus ( 2 )  the amount of 
cash proceeds that would otherwise be expected to be 
received by the Company from the sale of Company Common 
Stock under the Company's Dividend Reinvestment and Stock 
Purchase Plan after the date, and for so long as, such 
plan is indefinitely suspended pursuant to Section 
5.09(i); or 

(y) make any material loans, advances or capital contributions to, 
or investments in, any other person, other than the Company or 
any direct or indirect subsidiary of the Company other than (A) 
investments made in joint ventures formed for purposes 
permitted pursuant to Section 4.01 (a) (iv) , (B) loans, advances, 
capital contributions and investments made in connection with 
actions permitted pursuant to Sections 4.01 (a) (iv) , (v) , 
(vi) (x), (vii) or (x) or (C) in the ordinary course of 
business; 

it being understood and agreed that the Company and its subsidiaries 
shall consult with Parent (i) on the Company's and its subsidiaries' 
credit ratings and (ii) prior to incurring any material long-term 
indebtedness (other than issuances of tax-free long-term 
indebtedness) of the Company or any of its subsidiaries; or 

(vii) incur or commit to incur any capital expenditures in 
excess of 120% of the amount budgeted in the Company's five-year 
capital plan, a true and complete copy of which has been provided to 
Parent prior to the date of this Agreement, other than: 

capital expenditures required by changes in or newly 
promulgated Applicable Laws or Judgments or applicable 
standards or policies of any Governmental Entity after the 
date of this Agreement; 

capital expenditures funded by customer advances or 
contributions in aid of construction; 

capital expenditures incremental to the Company's 
five-year capital plan as may be required to serve 
customers who generate sufficient revenues to fully fund 
the cost of such capital expenditures without adversely 
affecting customer rates; 
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capital expenditures related to the operation of any 
business acquired through an acquisition permitted by 
Section 4.01 (a) (iv) ; 

capital expenditures to the extent covered by insurance or 
as reasonably required in the Company's judgment following 
a catastrophic event; or 

capital expenditures in connection with performance by the 
Company or one of its subsidiaries under any Contract to 
the extent the Company's or such subsidiary's obligations 
in connection with any such capital expenditure are 
non-recourse to the Company or such subsidiary and funded 
by the United States government; 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any capital expenditure which requires approval of the Company's 
Board of Directors; or 
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(viii) except as required by Applicable Law or any Judgment (x) 
pay, discharge, settle or satisfy any material claims (including 
claims of stockholders), liabilities or obligations (whether 
absolute, accrued, asserted or unasserted, contingent or otherwise), 
other than the payment, discharge, settlement or satisfaction of 
claims, liabilities or obligations (A) in the ordinary course of 
business consistent with past practice, ( B )  as required by their 
terms as in effect on the date of this Agreement or on the date of 
acquisition of the person subject thereto or (C) incurred since the 
date of this Agreement in the ordinary course of business consistent 
with past practice, (y) waive, release, grant or transfer any right 
of material value, other than in the ordinary course of business 
consistent with past practice or ( 2 )  waive any material benefits of, 
or agree to modify in any materially adverse respect, or fail to 
enforce in any material respect, or consent to any material matter 
with respect to which its consent is required under, any material 
confidentiality, standstill or similar agreement to which the 
Company or any of its subsidiaries is a party; 

(ix) except (i) as required to comply with Applicable Law or 
any Judgment, any Collective Bargaining Agreement or any provision 
of any Company Benefit Plan or other Contract as in effect on the 
date of this Agreement, (ii) in the ordinary course of the Company 
or its subsidiaries conducting their respective businesses 
consistent with past practice, (iii) as would, in the discretion of 
the Company, be commercially reasonable in order to retain Company 
Employees (as defined in Section 5.09(a)) or to hire (or promote) or 
replace new executives, (iv) as is or would be required to give 
effect to acquisition agreements entered into by the Company and/or 
its subsidiaries or (v) 

3 2  
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as would not, individually or in the aggregate, materially increase 
the Company's and its subsidiaries' annual expense for compensation 
and benefits provided or to be provided to the Company Employees: 

take any action to fund or in any other way secure the 
payment of compensation or benefits under any Company 
Benefit Plan or other Contract; 

take any action to accelerate the vesting or payment of 
any compensation or benefit under any Company Benefit Plan 
or other Contract; 

grant any compensation, benefits, severance or termination 
pay or increases therein to any Participant; or 

establish, adopt, enter into, amend or terminate any 
Company Benefit Plan, except as required to implement 
grants or increases permitted under Section 
4.01 (a) (ix) (C) ; or 

(A) enter into any material Contract other than: 

(1) any Contract related to the Company's PUC-regulated 
business entered into in the ordinary course of 
business consistent with past practice; 

( 2 )  any Contract related to the water services or 
wastewater services industry; provided that the 
average aggregate annual revenues to be received by 
the Company and its subsidiaries over the first three 
years of such Contract, together with the total 
average aggregate annual revenues to be received by 
the Company and its subsidiaries over the first three 
years of all such other Contracts entered into 
pursuant to this clause (2) during the twelve-month 
period beginning on the date of this Agreement or 
during any subsequent twelve-month period shall not 
exceed $60 million per year (excluding any consumer 
price index or other similar adjustments and without 
regard to any extension thereof); provided, further 
that (A) the average annual amounts of any payments 
to be made to the Company during the first three 
years of such Contract in respect of any capital 
expenditures permitted by Section 4.01 (a) (vii) (F) of 
this Agreement and other recovered costs of capital 
in respect thereof shall not count against such $60 
million per year limit and (B) the average annual 
amounts 

33 

of any associated recovery of capital improvement 
costs (and, in the case of any i 'design-bui ld-operatei i  
Contract, payments in respect of the fidesign-buildii 
portion of such Contract to the extent that those 
payments are (x) guaranteed by a non-affiliate of the 
Company which the Company reasonably determines is 
sufficiently creditworthy or (y) passed through to 
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third parties who perform the I'design-buildl' portion 
of such Contract) during the first three years of 
such Contract shall not count against such $60 
million per year limit; or 

(3) any Contract providing for any transaction otherwise 
permitted by this Section 4.01(a); 

provided that if the Company or any of its subsidiaries 
requests the consent of Parent to enter into any Contract not 
otherwise permitted by this clause (A) then Parent shall 
promptly inform the Company whether Guarantor or any of its 
subsidiaries is participating or intends to participate in the 
bidding for such Contract and, if Parent informs the Company 
that Guarantor or one of its subsidiaries is participating or 
intends to participate in the bidding for such Contract or if 
Guarantor or one of its subsidiaries does in fact so 
participate, then the Company shall not be subject to the 
provisions of this clause (A) with respect to such Contract 
(provided further that, for the purposes of this clause (A), 
the Company may presume (absent written notice to the contrary 
from Parent) that Guarantor or one of its subsidiaries is 
participating in any competitive bidding process €or a Contract 
which has been marketed broadly to major participants in the 
water services or wastewater services industries and shall not 
be required to request the consent of Parent or otherwise be 
subject to the provisions of this clause (A) with respect to 
any such Contract); 

it being understood and agreed that the Company and its 
subsidiaries shall, reasonably in advance of the applicable 
meeting of the Company's Board of Directors, provide Parent 
with reasonable documentation describing, and consult with 
Parent with respect to, any material Contract which requires 
the approval of the Company's Board of Directors; 

(B) renew any material Contract unless such renewal (i) 
shall not modify the terms of such Contract, taken as a whole, in 
any material adverse respect or (ii) is on terms that are reasonably 
agreed to by the Company in carrying on its business in the ordinary 
course; or 

( C )  modify, amend, waive or terminate (x) any material 
Contract other than in the ordinary course of business or (y) the 
Filed Contracts, in either case without consulting with Parent in 
good faith in advance; or 

34 

(xi) authorize any of, or commit, resolve or agree to take 
any of, the foregoing actions. 

(b) Administration of Consents. Any request for a consent of 
Parent under Section 4.01(a), and any correspondence between the 
parties with respect to those consents (including the granting or 
refusal to grant any such consent) and any consultation required 
under Section 4.01(a) shall be made solely by and between the person 
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identified in Section 4.01(b) of the Company Disclosure Schedule, on 
behalf of the Company and its subsidiaries, and the person 
identified in Section 4.01(b) of the Parent Disclosure Schedule, on 
behalf of Guarantor, Parent and their respective subsidiaries. 
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(c) Control of the Company's Business. It is understood and 
agreed that Guarantor, Parent, Sub and their affiliates do not have 
the right to control or direct the Company's operations prior to the 
Effective Time. Prior to the Effective Time, the Company shall 
exercise, consistent with the terms and conditions of this 
Agreement, complete control and supervision over its operations. 

(d) Certain Tax Matters. Except as set forth in Section 4.01(d) 
of the Company Disclosure Schedule, during the period from the date 
of this Agreement to the Effective Time, the Company shall, and 
shall cause each of its subsidiaries to, (i) not make any material 
tax election without Parent's consent and (ii) to the extent 
permitted by the applicable agreement, cause all existing tax 
sharing agreements to be terminated as of the Closing Date. 

(e) Utility Filings. The Company shall, and shall cause each of 
its subsidiaries to, timely file in the ordinary course of business 
consistent with past practice all rate applications and all other 
material filings required to be made with PUCs. Except for filings 
in the ordinary course of business consistent with past practice 
that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect, the Company shall, and 
shall cause each of its subsidiaries to, consult with Parent 
reasonably in advance of making any filing to implement any changes 
in any of its or any of its subsidiaries' rates or surcharges for 
water service, standards of service or accounting. 

SECTION 4.02. No Solicitation. (a) From and after the date hereof, 
the Company agrees (1) that it and its subsidiaries shall not, nor shall it or 
its subsidiaries authorize or knowingly permit any director, officer or 
employee of the Company or any of its subsidiaries or any investment banker, 
attorney, accountant or other advisor or representative of the Company or any 
of its subsidiaries (collectively, the llRepresentatives'') to, directly or 
indirectly, solicit, initiate or encourage, or take any other action knowingly 
to facilitate, any Takeover Proposal (as defined below) or engage in any 
discussions or negotiations regarding, or provide any nonpublic information or 
data to make or implement, any Takeover Proposal, in each case other than a 
Takeover Proposal made by Parent; (ii) that it shall immediately cease and 
cause to be terminated any existing discussions or negotiations with any third 
persons conducted heretofore 

3 5  

I. 

with a view to formulating a Takeover Proposal; and (iii) that it shall 
immediately notify Parent of the receipt of any Takeover Proposal and that it 
shall keep Parent informed of the status of such Takeover Proposal; provided, 
however, that, at any time prior to obtaining the Stockholder Approval, the 
Company may, in response to a bona fide Takeover Proposal that the Board of 
Directors of the Company determines in good faith could reasonably be expected 
to lead to a Superior Proposal (as defined below) and which Takeover Proposal 
did not result from a breach of this Section 4.02, (x) furnish information 
with respect to the Company and its subsidiaries to the person making such 
Takeover Proposal (and its representatives) pursuant to a customary 
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confidentiality agreement (except that such confidentiality agreement shall 
not prohibit such person from making an unsolicited Takeover Proposal), 
provided that all such information is provided on a prior or substantially 
concurrent basis to Parent, and (y) participate in discussions or negotiations 
with the person making such Takeover Proposal (and its representatives) 
regarding such Takeover Proposal. 

The term '!Takeover Proposal'l means any inquiry, proposal or offer 
from any person relating to, or that is reasonably likely to lead to, any 
direct or indirect acquisition, in one transaction or a series of 
transactions, including by way of any merger, consolidation, tender offer, 
exchange offer, binding share exchange, business combination, 
recapitalization, liquidation, dissolution, joint venture or similar 
transaction, of (A) assets or businesses that constitute or represent 2 0 %  or 
more of the total revenue, operating income, EBITDA or assets of the Company 
and its subsidiaries, taken as a whole, or (B) 20% or more of the outstanding 
shares of Company Capital Stock or capital stock of, or other equity or voting 
interests in, any of the Company's subsidiaries directly or indirectly holding 
the assets or businesses referred to in clause (A) above. 

(b) Neither the Board of Directors of the Company nor any committee 
thereof shall (i) withdraw (or modify in a manner adverse to Parent or 
Sub) or propose publicly to withdraw (or modify in a manner adverse to 
Parent or Sub) the recommendation or declaration of advisability by such 
Board of Directors of the Company or any such committee of this Agreement 
or the Merger, or recommend, or propose publicly to recommend, the 
approval or adoption of any Takeover Proposal (other than a Takeover 
Proposal made by Parent) (each such action being referred to herein as an 
"Adverse Recommendation Change"), unless the Board of Directors of the 
Company determines in good faith, based on such matters as it deems 
appropriate, after consulting with legal counsel, that such action is 
necessary for the Board of Directors of the Company to comply with its 
fiduciary duties to the Company's stockholders under applicable law and 
the Company's certificate of incorporation, (ii) adopt or approve, or 
publicly propose to adopt or approve, any Takeover Proposal (other than a 
Takeover Proposal made by Parent), or withdraw its approval of the 
Merger, (iii) cause or permit the Company to enter into any letter of 
intent, memorandum of understanding, agreement in principle, acquisition 
agreement, merger agreement, joint venture agreement, partnership 
agreement or other agreement (each, an "Acquisition Agreement") 
constituting or related to any Takeover Proposal (other than a 
confidentiality agreement referred to in Section 4.02(a)) or (iv) agree 
or resolve to take any of the actions prohibited by clauses (i), (ii) or 
(iii) of this sentence. Notwithsta~aing anything in this Agreement to the 
contrary, at any time prior to obtaining the Stockholder Approval, the 
Board of Directors of the Company may, 

36 
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in response to a Superior Proposal (as defined below) that did not result 
from a breach of Section 4.02(a), cause the Company to terminate this 
Agreement pursuant to Section 7.01(f) and concurrently or promptly 
thereafter enter into an Acquisition Agreement; provided, however, that 
the Company shall not terminate this Agreement pursuant to Section 
7.01(f), unless the Company shall have complied with all the provisions 
of this Section 4.02 (except for any failure to comply that would not 
adversely affect the rights of Parent under this Section 4.02), including 
the nocification provisions in this Section 4.02, and with all applicable 
requirements of Section 5.06(b) (including the payment of the Termination 
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Fee (as defined in Section 5.06(b)) prior to or concurrently with such 
termination); and provided further, however, that the Company shall not 
exercise its right to terminate this Agreement pursuant to Section 
7.01(f) until the fifth business day following Parent's receipt of 
written notice (a "Notice of Superior Proposal") from the Company 
advising Parent that the Board of Directors of the Company has received a 
Superior Proposal specifying the terms and conditions of the Superior 
Proposal, identifying the person making such Superior Proposal and 
stating that the Board of Directors of the Company intends to exercise 
its right to terminate this Agreement pursuant to Section 7.01(f) (it 
being understood and agreed that, prior to any such termination taking 
effect, any amendment to the price or any other material term of a 
Superior Proposal shall require a new Notice of Superior Proposal and a 
new five business day period). 

The term "Superior Proposal" means any bona fide written offer made 
by a third party in respect of (i) a transaction that if consummated would 
result in such third party acquiring, directly or indirectly, 50% or more of 
the voting power of the Company Common Stock or 50% or more of the assets of 
the Company and its subsidiaries, taken as a whole, or (ii) a direct merger 
between such third party and the Company, in either case providing for 
consideration to the Company's stockholders consisting of cash and/or 
securities (it being understood that securities retained by the Company's 
stockholders be included for purposes of this determination), which 
transaction the Board of Directors of the Company determines in its good faith 
judgment (after consultation with a financial advisor of nationally recognized 
reputation) (taking into account the person making the offer, the 
consideration offered, the likelihood of consummation (including the legal, 
financial and regulatory aspects of the offer) as well as any other factors 
deemed relevant by the Board of Directors of the Company) to be more favorable 
from a financial point of view to the stockholders of the Company, taking into 
account any changes to the terms of this Agreement offered by Parent in 
response to such Superior Proposal or otherwise. 

( c )  Nothing contained in this Section 4.02 or elsewhere in this 
Agreement shall prohibit the Company from (i) taking and disclosing to 
its stockholders a position contemplated by Rule 14e-2(a) promulgated 
under the Exchange Act or (ii) making any disclosure to the Company's 
stockholders if, in the good faith judgment of the Board of Directors of 
the Company, after consultation with outside counsel, failure to make 
such disclosure would be inconsistent with applicable law; provided, 
however, that in no event shall the Company or its Board of Directors or 
any committee thereof take, agree or resolve to take any action 
prohibited by Section 4.02(b) (i) (subject to the last clause of Section 
4.02 (b) (i) ) or Section 4.02 (b) (ii) . 

3 7  

SECTION 4.03. Certain Conduct of the Parties. (a) During the period 
from the date of this Agreement to the Effective Time, except as consented to 
in writing by the Company (which consent shall not be unreasonably withheld or 
delayed and which consent shall be deemed given if Parent has not received 
written notice otherwise from the Company within eight business days after 
requesting such consent of the Company), Guarantor and Parent shall not, and 
shall cause their subsidiaries not to, directly or indirectly (a) acquire or 
agree to acquire or, except as required by Applicable Law, the rules and 
regulations of the Frankfurt Stock Exchange or, with respect to any disclosure 
by any subsidiary, the rules and regulations of the principal stock exchange 
on which such subsidiary's securities are listed, publicly disclose any 
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acquisition, in one transaction or a series of transactions, including by way 
of any merger, consolidation, tender offer, exchange offer, binding share 
exchange, business combination, recapitalization, liquidation, dissolution, 
joint venture or similar transaction, of (i) any United States water services 
or wastewater services business that is regulated by a PUC or is owned or 
operated by a municipality or local Governmental Entity (other than any such 
acquisition which does not involve aggregate payments (including debt 
assumption) by Guarantor, Parent or their subsidiaries in excess of $20 
million) or (ii) (A) any business that would, upon the consummation of such 
acquisition, (x) cause Guarantor, Parent or any of their respective 
subsidiaries to be required to register as a holding company under the Holding 
Company Act or (y) subject Guarantor, Parent, Sub or any of their respective 
subsidiaries to regulation under the Holding Company Act in a manner that 
would raise substantive questions with respect to the ownership by any of them 
of any water or wastewater business or (B) any business (x) that would, upon 
the consummation of such acquisition, subject Guarantor, Parent or any of 
their respective subsidiaries to regulation under the Holding Company Act in a 
manner other than that described in clause (A) above or (y) that is a United 
States gas or electric utility, if in the case of clause (B), such business is 
subject to regulation as a gas or electric utility (or similar designation) by 
a PUC in any state which the parties agree is material or (b) take any other 
action that would reasonably be expected to (i) materially impede or delay 
obtaining any Parent Required Consent or Company Required Consent or the 
satisfaction of the conditions set forth in Section 6.01(c) (to the extent 
relating to the Holding Company Act), 6.01(d) or 6.02(d) or (ii) otherwise 
materially impede or delay the consummation of the Merger. In the event that 
Guarantor or Parent shall seek the consent of the Company to make an 
acquisition of the type described in Section 4.03(a) (a) (ii) (B), the sole basis 
on which the Company may withhold its consent shall be a determination by the 
Company that such acquisition would reasonably be expected to (x) materially 
impede or delay obtaining any Parent Required Consent or Company Required 
Consent or the satisfaction of the conditions set forth in Section 6.01(c) (to 
the extent relating to the Holding Company Act), 6.01(d) or 6.02(d) or (y) 
otherwise materially impede or delay the consummation of the Merger. 

(b) Prior to the obtaining of the Stockholder Approval, Guarantor 
and Parent shall not, and shall cause their respective subsidiaries not to, 
acquire "beneficial ownership" (as such term is defined for purposes of 
Section 13(d) of the Exchange Act) of any shares of Company Common Stock. 
After the obtaining of the Stockholder Approval, Guarantor and Parent shall 
not, and shall cause their respective subsidiaries not to, acquire shares of 
Company Common Stock if such acquisition would result in Guarantor, Parent and 
their subsidiaries acquiring "beneficial ownership" (as so defined) of more 
than 4 . 9 %  of the shares of Company Common Stock outstanding at the time of 
such acquisition. 

38 

(c) During the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent 
shall not be unreasonably withheld or delayed and which consent shall be 
deemed given if the Company has not received written notice otherwise from 
Parent within eight business days after requesting such consent of Parent), 
the Company shall not, and shall cause its subsidiaries not to, directly or 
indirectly, take any action that would reasonably be expected to (i) 
materially impede or delay obtaining any Parent Required Consent or Company 
Required Consent or the satisfaction of the conditions set forth in Section 
6.01(c) (to the extent relating to the Holding Company Act), 6.01(d) or 
6.02(d) or (ii) otherwise materially impede or delay the consummation of the 
Merger. 
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ARTICLE V 
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SECTION 5.01. Preparation of the Proxy Statement; Stockholders 
Meeting. (a) As promptly as reasonably practicable following the date of this 
Agreement, the Company shall prepare and file with the SEC the Proxy Statement 
in preliminary form and the Company shall use its reasonable best efforts to 
respond as promptly as practicable to any comments of the SEC with respect 
thereto and to cause the Proxy Statement to be mailed to the Company's 
stockholders as promptly as practicable following the date of this Agreement. 
The Company shall promptly notify Parent upon the receipt of any comments from 
the SEC or its staff or any request from the SEC or its staff for amendments 
or supplements to the Proxy Statement and shall provide Parent with copies of 
all correspondence between the Company and its representatives, on the one 
hand, and the SEC and its staff, on the other hand. Parent shall promptly 
provide any information or responses to comments, or other assistance, 
reasonably requested in connection with the foregoing. Prior to filing or 
mailing the Proxy Statement (or any amendment or supplement thereto) or 
responding to any comments of the SEC with respect thereto, the Company (i) 
shall provide Parent an opportunity to review and comment on such document or 
response and (ii) shall give reasonable consideration to all comments proposed 
by Parent. 

(b) The Company shall, as promptly as reasonably practicable 
following the date of this Agreement, establish a record date for, duly 
call, give notice of, convene and hold a meeting of its stockholders (the 
"Stockholders Meeting") for the purpose of obtaining the Stockholder 
Approval, regardless of whether an Adverse Recommendation Change has 
occurred at any time after the date of this Agreement. The Company shall, 
through its Board of Directors, recommend to its stockholders that they 
adopt this Agreement, and shall include such recommendation in the Proxy 
Statement, in each case subject to its rights under Section 4.02(b) (i). 
Without limiting the generality of the foregoing, the Company agrees that 
its obligations pursuant to this Section 5.01(b) shall not be affected by 
the commencement, public proposal, public disclosure or communication to 
the Company or any other person of any Takeover Proposal. 

3 9  

SECTION 5.02. Access to Information; Confidentiality; Transition 
Planning. (a) The Company shall, and shall cause each of its subsidiaries to, 
afford to Parent, and to Parent's officers, employees, investment bankers, 
attorneys, accountants and other advisors and representatives, reasonable 
access at reasonable times and during normal business hours during the period 
prior to the Effective Time or the termination of this Agreement, in a manner 
which does not unreasonably interfere with the business and operations of the 
Company, to all their respective properties, assets, books, contracts, 
commitments, directors, officers, employees, attorneys, accountants, auditors, 
other advisors and representatives and records and, during such period, the 
Company shall, and shall cause each of its subsidiaries to, make available to 
Parent on a prompt basis (a) access to each material report, schedule, form, 
statement and other document filed or received by it during such period to or 
from any PUC or pursuant to the requirements of applicable securities laws and 
(b) all other information concerning its business, properties and personnel as 
Parent may reasonably request; provided that such right of access shall not 
include sampling, testing or Phase I1 environmental site assessment 
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activities. For the purposes of this Section 5.02, all communications, 
including requests for information or access, pursuant to this Section 5.02, 
shall only be made by and between a representative of each of Parent, on the 
one hand, and of the Company, on the other hand, which representative (a) 
shall initially be Jim McGivern for Parent and Ellen Wolf for the Company and 
(b) may be replaced with a substitute representative by either party from time 
to time upon reasonable written notice to the other party. The Company will 
promptly advise Parent of any material developments in its business. 
Notwithstanding the foregoing, (i) the Company and its subsidiaries shall not 
be required to provide any information to the extent that the Company or any 
of its subsidiaries is legally obligated to keep such information confidential 
or otherwise not to provide such information or to the extent that such access 
would constitute a waiver of the attorney-client privilege and (ii) the 
Company shall provide access to those properties, assets, books, contracts, 
commitments, directors, officers, employees, attorneys, accountants, auditors, 
other advisors and representatives and records described above of its 
subsidiaries that are not wholly-owned subsidiaries only to the extent that 
the Company has or is reasonably able to obtain such access. Parent will hold, 
and will direct its officers, employees, investment bankers, attorneys, 
accountants and other advisors and representatives to hold, any and all 
information received from the Company, directly or indirectly, in confidence 
in accordance with the Confidentiality Agreement dated June 26, 2001, among 
Guarantor, Thames and the Company (as it may be amended from time to time, the 
"Confidentiality Agreement") . 

(b) The Company and Parent shall, and shall cause each of their 
respective subsidiaries to, reasonably cooperate to obtain an orderly 
transition and integration process in connection with the Merger in order 
to minimize the disruption to, and preserve the value of, the business of 
the Surviving Corporation and its subsidiaries during the period from and 
after the Effective Time. The Company and Parent agree that such 
cooperation shall include the development as soon as reasonably 
practicable following the date hereof of a mutually acceptable 
integration plan on a business-by-business and region-by-region basis 
with reasonable provisions for visitation by employees. 

SECTION 5.03. Reasonable Best Efforts; Notification. Upon the terms 
and subject to the conditions set forth in this Agreement, each of the parties 
agrees to use its 
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reasonable best efforts to take, or cause to be taken, all actions that are 
necessary, proper and advisable to consummate and make effective the Merger 
and the other transactions contemplated by this Agreement and the Company 
Voting Agreement, including using its reasonable best efforts to accomplish 
the following as promptly as reasonably practicable following the date of this 
Agreement: (a) the taking of all acts necessary to cause the conditions 
precedent set forth in Article VI to be satisfied, (b) the obtaining of all 
necessary actions or nonactions, waivers, consents, approvals, orders and 
authorizations from Governmental Entities and the making of all necessary 
registrations, declarations and filings and the taking of all steps as may be 
necessary to obtain an approval (including the Company Required Consents and 
the Parent Required Consents) or waiver from, or, to the extent any approval 
or waiver cannot be obtained, to avoid the need to obtain an approval 
(including the Company Required Consents and the Parent Required Consents) or 
waiver from, or to avoid an action or proceeding by, any Governmental Entity 
and (c) the obtaining of all necessary consents, approvals or waivers from 
third parties. In connection with and without limiting the foregoing, the 
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Coripany shall, if any state takeover statute or similar statute or regulation 
is or becomes applicable to this Agreement, the Company Voting Agreement, the 
Merger or any of the other transactions contemplated hereby or thereby, use 
its reasonable best efforts to allow the Merger and the other transactions 
contemplated by this Agreement and the Company Voting Agreement to be 
consummated as promptly as practicable on the terms contemplated by this 
Agreement and the Company Voting Agreement and otherwise to minimize the 
effect of such statute or regulation on this Agreement, the Company Voting 
Agreement, the Merger and the other transactions contemplated hereby and 
thereby. The Company, Guarantor and Parent shall provide such assistance, 
information and cooperation to each other as is reasonably requested in 
connection with the foregoing and, in connection therewith, shall notify the 
other person promptly following the receipt of any comments from any 
Governmental Entity and of any request by any Governmental Entity for 
amendments, supplements or additional information in respect of any 
registration, declaration or filing with such Governmental Entity and shall 
supply the other person with copies of all correspondence between such person 
or any of its representatives, on the one hand, and any Governmental Entity, 
on the other hand. In addition, the Company, Guarantor and Parent shall 
cooperate to promptly develop a mutually acceptable plan to obtain the Company 
Required Consents and the Parent Required Consents as expeditiously as 
reasonably practicable and without undue expense. To the extent that either 
party or any of its subsidiaries is required to make any registration, 
declaration or filing with any PUC in connection with obtaining the Company 
Required Consents or the Parent Required Consents, such party shall use its 
reasonable best efforts to (i) provide the other party an opportunity to 
review and comment on such registration, declaration or filing reasonably in 
advance of making any such registration, declaration or filing, (ii) give 
reasonable consideration to all comments proposed by the other party and (iii) 
if applicable, coordinate the submission of such registration, declaration or 
filing with the other party. Neither the Company nor any of its subsidiaries 
shall enter into or agree to any terms or conditions in connection with 
obtaining the Company Required Consents without the prior written consent of 
Parent (which consent shall not be unreasonably withheld or delayed). None of 
Guarantor, Parent, Sub or any of their respective subsidiaries shall enter 
into or agree to any terms or conditions in connection with obtaining the 
Parent Required Consents without the prior written consent of the Company 
(which consent shall not be unreasonably withheld or delayed). 

41 

e 
SECTION 5.04. Company Stock Options. (a) As soon as practicable 

following the date of this Agreement, the Company shall ensure that the Board 
of Directors of the Company (or, if appropriate, any committee administering 
the Company Stock Plans) shall adopt such resolutions or take such other 
actions (if any) as may be required to provide that: 

(i) each Company Stock Option outstanding immediately prior to 
the Effective Time (whether vested or unvested) shall be converted 
at the Effective Time into the right to receive an amount of cash 
equal to (A) the excess, if any, of (1) the Merger Consideration 
over ( 2 )  the exercise price per share of Company Common Stock 
subject to such Company Stock Option, multiplied by (B) the number 
of shares of Company Common Stock for which such Company Stock 
Option shall not theretofore have been exercised; 

(ii) each Company Stock Issuance Right outstanding immediately 
prior to the Effective Time (whether vested or unvested) shall be 
converted at the Effective Time into the right to receive an amount 
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of cash equal to the product of (A) the Merger Consideration and (B) 
the number of shares of Company Common Stock subject to such Company 
Stock Issuance Right; and 

(iii) make such other changes to the Company Stock Plans as the 
Company and Parent may agree are appropriate to give effect to the 
Merger. 

(b) All amounts payable pursuant to Section 5.04(a) shall be subject 
to any required withholding of taxes or proof of eligibility of exemption 
therefrom, and shall be paid as soon as practicable following the 
Effective Time, without interest. 

(c) The Company shall take all actions determined to be necessary to 
effectuate the provisions of this Section 5.04 as mutually agreed by 
Parent and the Company. Prior to the Effective Time, the Company shall 
ensure that the Board of Directors of the Company (or, if appropriate, 
any committee administering the Company Stock Plans) shall take or cause 
to be taken such actions as are required to cause (i) the Company Stock 
Plans to terminate as of the Effective Time and (ii) the provisions in 
any other Company Benefit Plan providing for the issuance, transfer or 
grant of any capital stock of the Company or any interest on or following 
the Effective Time in respect of any capital stock of the Company to be 
deleted as of the Effective Time. 

SECTION 5.05. Indemnification, Exculpation and Insurance. (a) To the 
extent, if any, not provided by an existing right of indemnification or other 
agreement or policy, from and after the Effective Time, Guarantor and Parent 
shall, to the fullest extent permitted by applicable law, indemnify, defend 
and hold harmless each person who is now, or has been at any time prior to the 
date hereof, or who becomes prior to the Effective Time, an officer or 
director of the Company or any of its subsidiaries (each an "Indemnified 
Party" and, collectively, the !'Indemnified Parties") against (i) all losses, 
expenses (including reasonable attorney's fees and expenses), claims, damages 
or liabilities or, subject to the proviso of the next succeeding sentence, 
amounts paid in settlement, arising out of actions or omissions occurring at 
or prior to 
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the Effective Time (and whether asserted or claimed prior to, at or after the 
Effective Time) that are, in whole or in part, based on or arising out of the 
fact that such person is or was a director or officer of the Company or any of 
its subsidiaries ("Indemnified Liabilities"), and (ii) all Indemnified 
Liabilities to the extent they are based in whole or in part on or arise in 
whole or in part out of or pertain to this Agreement or the transactions 
contemplated hereby. In the event of any such loss, expense, claim, damage or 
liability (whether or not arising before the Effective Time), Guarantor and 
Parent shall pay or cause to be paid the reasonable fees and expenses of 
counsel selected by the Indemnified Parties, which counsel shall be reasonably 
satisfactory to Parent, promptly after statements therefor are received and 
otherwise advance to such Indemnified Party upon request reimbursement of 
documented expenses reasonably incurred; provided, however, that Guarantor and 
Parent shall not be liable for any settlement effected without its written 
prior consent (which consent shall not be unreasonably withheld or delayed). 
In the event any Indemnified Party is required to bring any action against 
Guarantor or Parent to enforce rights or to collect money due under this 
Agreement and such action results in a final, non-appealable judgment in favor 
of such Indemnified Party, Guarantor and Parent shall reimburse such 
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Indemnified Party €or all of its reasonable expenses in bringing and pursuing 
such action. Each Indemnified Party shall be entitled to the advancement of 
expenses to the full extent contemplated in this Section 5.05(a) in connection 
with any such action; provided, however, that any person to whom expenses are 
advanced provides an undertaking, if and to the extent required by the DGCL, 
to repay such advances if it is ultimately determined that such person is not 
entitled to indemnification. 

(b) For six years after the Effective Time, Guarantor and Parent 
shall maintain in effect (i) the Company's current directors' and 
officers' liability insurance covering each person currently covered by 
the Company's directors' and officers' liability insurance policy for 
acts or omissions occurring prior to the Effective Time on terms with 
respect to such coverage and amounts no less favorable in the aggregate 
to such directors and officers than those of such policy as in effect on 
the date of this Agreement; provided that Guarantor or Parent may 
substitute therefor policies of a reputable insurance company the terms 
of which, including coverage and amount, are no less favorable in the 
aggregate to such directors and officers than the insurance coverage 
otherwise required under this Section 5.05(b); provided however, that in 
no event shall Guarantor and Parent be required to pay aggregate annual 
premiums for insurance under this Section 5.05(b) in excess of 200% of 
the amount of the aggregate premiums paid by the Company for the year 
from July 22, 2001 through July 22, 2002 for such purpose (which premiums 
for the year from July 2 2 ,  2001 through July 22,  2 0 0 2  are hereby 
represented and warranted by the Company to be $327,500), provided that 
Guarantor and Parent shall nevertheless be obligated to provide a policy 
with the best coverage available as may be obtained for such 200% amount 
and (ii) in the Restated Certificate of Incorporation and By-Laws of the 
Surviving Corporation the provisions regarding elimination of liability 
of directors and indemnification of, and advancement of expenses to, 
officers or directors contained in the Restated Certificate of 
Incorporation attached as Exhibit A and the current By-Laws of the 
Company. 

(c) In the event that Guarantor or Parent or any of their successors 
or assigns (i) consolidates with or merges into any other person and is 
not the continuing or 

e 
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e 
surviving corporation or entity of such consolidation or merger or (ii) 
transfers or conveys all or substantially all its properties and assets 
to any person, then, and in each such case, Guarantor and Parent shall 
cause proper provision to be made so that the successors and assigns of 
Guarantor or Parent, as the case may be, assume the obligations set forth 
in this Section 5.05. 

(d) To the fullest extent permitted by law, from and after the 
Effective Time, all rights to indemnification as of the date hereof in 
favor of the directors and officers of the Company and its subsidiaries 
with respect to their activities as such prior to the Effective Time, as 
provided in, with respect to the Company, the Restated Certificate of 
Incorporation attached as Exhibit A and the current By-Laws of the 
Company, or, with respect to the Company's subsidiaries, their respective 
certificates of incorporation and by-laws (or similar organizational 
documents) in effect on the date hereof, or otherwise in effect on the 
date hereof, shall survive the Merger and shall continue in full force 
and effect for a period of not less than six years from the Effective 
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Time; provided, however, that in the event any claim or claims are 
asserted or made within such six-year period, all such rights to 
indemnification in respect of such claim or claims shall continue until 
the final disposition thereof. 

(e) The provisions of this Section 5.05 are intended to be for the 
benefit of, and will be enforceable by, each Indemnified Party, his or 
her heirs and his or her representatives. 

SECTION 5.06. Fees and Expenses. (a) Except as provided below, all 
fees and expenses incurred in connection with this Agreement, the Company 
Voting Agreement, the Merger and the other transactions contemplated hereby 
and thereby shall be paid by the party incurring such fees or expenses, 
whether or not the Merger is consummated. 

(b) In the event that (i) (A) a Takeover Proposal shall have been 
made to the Company or its stockholders or any person has publicly 
announced an intention (which has not been withdrawn) to make a Takeover 
Proposal, ( B )  thereafter this Agreement is terminated by either Parent or 
the Company pursuant to Section 7.01(b) (i) (but only if the Stockholders 
Meeting has not been held by the date that is five business days prior to 
the date of such termination due to a breach of Section 5.01 by the 
Company) or 7.01(b) (iii) and (C) within 12 months after such termination, 
the Company or any of its subsidiaries enters into a definitive agreement 
to consummate, or consummates, any Takeover Proposal (solely for purposes 
of this Section 5.06 (b) (i) (C) , the term "Takeover Proposaltg shall have 
the meaning set forth in the definition of Takeover Proposal contained in 
Section 4.02(a) except that all references to 2 0 %  shall be deemed 
references to 5 0 % ) ,  (ii) this Agreement is terminated by the Company 
pursuant to Section 7.01(f) or (iii) this Agreement is terminated by 
Parent pursuant to Section 7.01(c), then the Company shall pay Parent a 
fee equal to $138 million (the "Termination Fee") by wire transfer of 
same day funds to an account in the United States designated by Parent 
(x) in the case of a termination by the Company pursuant to Section 
7.01(f), concurrently with such termination, ( y )  in the case of a 
termination by Parent pursuant to Section 7.01(c), within 
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two business days after such termination and ( 2 )  in the case of a payment 
as a result of any event referred to in Section 5.06(b) (i) (C), upon the 
first to occur of such events. The Company acknowledges that the 
agreements contained in this Section 5.06(b) are an integral part of the 
transactions contemplated by this Agreement, and that, without these 
agreements, Parent would not enter into this Agreement; accordingly, if 
the Company fails promptly to pay the amounts due pursuant to this 
Section 5.06(b), and, in order to obtain such payment, Parent commences a 
suit that results in a final, non-appealable judgment against the Company 
for the amounts set forth in this Section 5.06(b), the Company shall pay 
to Parent interest on the amounts set forth in this Section 5.06(b) from 
and including the date payment of such amount was due to but excluding 
the date of actual payment at the prime rate of The Chase Manhattan Bank 
in effect on the date such payment was required to be made, together with 
reasonable legal fees and expenses incurred in connection with such suit. 

(c) If this Agreement is terminated (i) by the Company pursuant to 
Section 7.01(e) (other than on account of a breach of Section 3.02(d), 
Section 4.03 or Section 5.03) or (ii) by Parent pursuant to Section 
7.0l(d), then the non-terminating party shall promptly (but not later 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3 1 88 19%2DOOO0950157%2D01%2D5 ... 3/14/02 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3


e 

0 

e 

e 

e 

EDGAR ONLINE SEC Filing Page 58 of 83 
than five business days after receipt of notice of the amount due from 
the other party) pay to the terminating party an amount equal to all 
documented out-of-pocket expenses and fees incurred by such terminating 
party or its affiliates (including fees and expenses payable to all 
legal, accounting, financial, public relations and other professional 
advisors) arising out of, in connection with or related to the Merger or 
the other transactions contemplated by this Agreement ("Out-of-Pocket 
Expenses") not to exceed $20 million in the aggregate; provided, however, 
that if this Agreement is terminated under the circumstances described in 
clauses (i) or (ii) above by a party as a result of a willful breach by 
the non-terminating party, the terminating party may pursue any remedies 
available to it at law or in equity and such party's Out-of-pocket 
Expenses shall not be limited to $20 million. 

SECTION 5.07. [Intentionally omitted] 

SECTION 5.08. Collective Bargaining Agreements. From and after the 
Effective Time, Parent shall cause the Surviving Corporation and its 
subsidiaries to honor and continue to be bound by the terms of all collective 
bargaining agreements to which the Company or any of its subsidiaries is a 
party (the "Collective Bargaining Agreements") . 

SECTION 5.09. Benefits Matters. (a) For purposes hereof, "Company 
Employees" shall mean those individuals who are employees of the Company and 
its subsidiaries (including those employees who are on vacation, leave of 
absence, disability or maternity leave) as of the Effective Time. 

(b) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, Parent shall, and shall cause the 
Surviving Corporation to, give the Company Employees full credit, for all 
purposes, under any employee benefit plans or arrangements maintained by 
Parent's (or one of its 

e 
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subsidiaries') water business in the United States, the Surviving 
Corporation and their respective subsidiaries, and in which Company 
Employees may become eligible to participate for the Company Employees' 
:service with the Company and its subsidiaries to the same extent 
recjgnized by the Company and its subsidiaries immediately prior to the 
Effective Time, except for purposes of benefit accrual under defined 
benefit pension plans in which the Company Employees do not participate 
immediately prior to the Effective Time, so long as credit for past 
service under any such pension plan is also not given to other employees 
employed in Parent's (or one of its subsidiaries') water businesses in 
the United States or to the extent giving such credit would result in a 
duplication of benefits (including in respect of benefit accrual under 
defined benefit pension plans) for the same period of service. 

(c) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, Parent shall, and shall cause the 
Surviving Corporation to, (i) waive all limitations as to preexisting 
conditions, exclusions and waiting periods with respect to participation 
and coverage requirements applicable to the Company Employees and, to the 
extent applicable, any retired employee constituting a member of the 
Retiree Group (as defined below) (any such employee a "Retired Employee") 
under any welfare benefit plans in which such employees may be eligible 
to participate after the Effective Time to the extent waived under the 
applicable Company Benefit Plan immediately prior to the Effective Time 
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and (ii) provide each Company Employee (and each Retired Employee) with 
credit for any co-payments and deductibles paid prior to the Effective 
Time in the calendar year in which the Effective Time occurs (or, if 
later, the year in which such Company Employee (and each Retired 
Employee) commences participation) in satisfying any applicable 
deductible or out-of-pocket requirements under any welfare plans in which 
such Company Employee (and each Retired Employee) is eligible to 
participate after the Effective Time. 

(d) Parent agrees to honor, and shall cause the Surviving 
Corporation to honor, the Company Benefit Plans disclosed in the Filed 
SEC Documents or Section 3.01(k)(i) of the Company Disclosure Schedule in 
accordance with their current terms. Subject to Applicable Law and 
Judgments and obligations under Collective Bargaining Agreements, for a 
period of 18 months immediately following the Effective Time, Parent 
shall, or shall cause the Surviving Corporation to, provide to the 
Company Employees compensation (including base pay and annual and long 
term incentive opportunities) and employee benefits (including health, 
welfare, pension, vacation, savings and severance) that are no less 
favorable in the aggregate than those provided to the Company Employees 
immediately prior to the Effective Time; provided, that for a period of 
12 months immediately following the Effective Time, Parent shall, or 
shall cause the Surviving Corporation to, maintain the Company Benefit 
Plans in accordance with their terms as in effect immediately prior to 
the Effective Time (other than equity or equity-based plans) without any 
adverse amendment thereto or termination thereof (except as required by 
Applicable Law and Judgments or any Collective Bargaining Agreement). 
Notwithstanding the foregoing, following the Effective Time, there shall 
be no obligation to provide Company Employees with awards of capital 
stock of any entity or awards of options or other rights of any kind to 
acquire capital stock of any entity); provided, 

4 6  

e 

e 

however, that the value of any equity-based compensation provided to 
Company Employees immediately prior to the Effective Time shall be taken 
into account in determining whether compensation and benefits provided 
during the 18 months after the Effective Time are no less favorable in 
the aggregate than those provided to Company Employees immediately prior 
to the Effective Time. 

(e) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, Parent shall, or shall cause the 
Surviving Corporation to, provide to the Retiree Group (as defined 
below), without adverse amendment, the post-retirement medical and life 
insurance benefits as in effect immediately prior to the Closing Date (at 
the same levels, and at the same cost (if any), as in effect immediately 
prior to the Closing Date), provided to Company Employees who are not 
covered by a Collective Bargaining Agreement and their dependents as set 
forth in the retiree medical plan listed in Section 3.01(k) (i) of the 
Company Disclosure Schedule (the "Retiree Medical Plan") . The "Retiree 
Group" means each Company Employee who is not (or was not while employed) 
covered by a Collective Bargaining Agreement and who, as of the Closing 
Date, (1) is either retired under the terms of the Retiree Medical Plan 
as in effect on the date hereof or (ii) has satisfied all applicable 
eligibility requirements (under the terms of the Retiree Medical Plan as 
in effect on the date hereof) necessary to commence receiving benefits if 
his or her employment were terminated at the Effective Time. 
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(f) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, in the event and to the extent that 
Guarantor or one of its subsidiaries maintains a qualified employer stock 
ownership plan for the benefit of employees employed in Parent's or one 
of its subsidiaries' (or one of their respective successors1) water 
business in the United States (a "Guarantor ESOP"), Guarantor shall allow 
all current non-union Company Employees to participate in such Guarantor 
ESOP as soon as practicable after the Effective Time. 

(g) Between the date of this Agreement and the Closing Date, the 
Company shall provide Parent commercially reasonable access to the 
Company Employees for purposes of implementing this Agreement. 

(h) The Company shall use its reasonable best efforts to cause the 
Board of Directors of the Company not to exercise any discretion it 
possesses solely in respect of the transactions contemplated by this 
Agreement, to expressly set the date when a "change in controlpT occurs 
for the purposes of any applicable individual agreement covering a 
Participant (other than to deem such "change in control" to occur no 
earlier than the Effective Time). 

(i) The Company shall take all action necessary (i) to provide that 
the component of the Company's Dividend Reinvestment and Stock Purchase 
Plan permitting independent monthly purchases of Company Common Stock 
(other than purchases of Company Common Stock funded solely by 
reinvestment of Company 
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dividends) (the "DRSPP Stock Purchase Component") shall be indefinitely 
suspended as promptly as reasonably practicable following the date of 
this Agreement (but in no event later than immediately following the 
second stock purchase effected following the date of this Agreement under 
the DRSPP Stock Purchase Component) and (ii) to cause all amounts not yet 
applied as of the date of termination of the DRSPP Stock Purchase 
Component to purchase Company Common Stock under the DRSPP Stock Purchase 
Component to be returned as promptly as practicable following such 
suspension. 

SECTION 5.10. Public Announcemects. Subject to each party's 
disclosure obligations imposed by law or any applicable securities exchange, 
and except with respect to any Adverse Recommendation Change, Parent and Sub, 
on the one hand, and the Company, on the other hand, shall, to the extent 
reasonably practicable, consult and cooperate with each other before issuing, 
and give each other a reasonable opportunity to review and comment upon, any 
press release or other public statements (other than routine employee 
communications) with respect to this Agreement, the Company Voting Agreement, 
the Merger and the other transactions contemplated hereby and thereby. The 
parties agree that the initial press release to be issued with respect to the 
transactions contemplated by this Agreement shall be in the form heretofore 
agreed to by che parties. 

SECTION 5.11. Rights Agreement. The Board of Directors of the 
Company shall take all action necessary in order to render the Company Rights 
inapplicable to the Merger, the Company Voting Agreement and the performance 
of this Agreement. 

SECTION 5.12. Stockholder Litigation. The Company agrees that it 
shall not settle or offer to settle any litigation commenced prior to or after 
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the date hereof against the Company or any of its directors by any stockholder 
of the Company relating to this Agreement, the Company Voting Agreement, the 
Merger, any other transaction contemplated hereby or thereby, without the 
prior written consent of Parent (not to be unreasonably withheld or delayed). 

SECTION 5.13. Director Resignations. On the Closing Date, the 
Company shall cause to be delivered to Parent duly executed resignations, 
effective as of the Effective Time, of each member of the Board of Directors 
of the Company and shall take such other action as is necessary to accomplish 
the foregoing. 

ARTICLE VI 

SECTION 6.01. Conditions to Each Party's Obligation to Effect the 
Merger. The obligation of each party to effect the Merger is subject to the 
satisfaction or waiver on or prior to the Closing Date of the following 
conditions: 

4 8  

(a) Stockholder Approval. The Stockholder Approval shall have been 
obtained. 

I O  

' 0  

(b) Antitrust. Any waiting period (and any extension thereof) 
applicable to the Merger under the HSR Act shall have been terminated or 
shall have expired and any other required approval or waiting period 
under any other similar competition, merger control, antitrust or similar 
law or regulation or the Investment Canada Act, if applicable, the 
failure of which to obtain or comply with which would be reasonably 
expected to have a material adverse effect, shall have been obtained or 
terminated or shall have expired. 

(c) No Injunctions or Legal Restraints. No temporary restraining 
order, preliminary or permanent injunction or other order or decree 
issued by any court of competent jurisdiction or other legal restraint or 
prohibition that has the effect of preventing the consummation of the 
Merger shall be in effect (collectively, "Legal Restraints") . 

(d) Required Consents. The Company Required Consents and the Parent 
Required Consents shall have been obtained prior to the Effective Time 
and shall have become Final Orders. Any reference in this Agreement to 
the 'Iobtaining'' of any such Company Required Consents or Parent Required 
Consents shall mean making such declarations, filings, registrations, 
giving such notice, obtaining such authorizations, orders, consents or 
approvals and having such waiting periods expire as are, in each case, 
necessary to avoid a violation of law. A "Final Order" for purposes of 
this Agreement means action by the relevant regulatory authority (i) 
which has not been reversed, stayed, enjoined, set aside, annulled or 
suspended and (ii) with respect to which any waiting period prescribed by 
Applicable Law or Judgment before the Merger and the other transactions 
contemplated hereby may be consummated has expired, and as to which all 
conditions to be satisfied before the consummation of such transactions 
prescribed by Applicable Law or Judgment have been satisfied. 

(e) Stock Redemption. The Stock Redemption shall have been 
consummated. 
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SECTION 6.02. Conditions to Obligations of Guarantor, Parent and 

Sub. The obligations of Guarantor, Parent and Sub to effect the Merger are 
further subject to the satisfaction or waiver on or prior to the Closing Date 
of the following conditions: I 

(a) Representations and Warranties. The representations and 
warranties of the Company contained herein shall be true and correct as 
of the date of this Agreement and as of the Closing Date with the same 
effect as though made as of the Closing Date (except that the accuracy of 
representations and warranties that by their terms speak as of a 
specified date will be determined as of such date), other than for such 
failures to be true and correct that individually or in the aggregate 
would not reasonably be expected to have a material adverse effect. 
Parent shall have received a certificate signed on behalf of the Company 
by the chief financial officer of the Company to such effect. For the 

. 
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purposes of determining the satisfaction of this condition, the 
representations and warranties of the Company shall be deemed not 
qualified by any references therein to materiality generally or to a 
material adverse effect. 

(b) Performance of  Obligations of the Company. The Company shall 
have performed in all material respects all obligations required to be 
performed by it under this Agreement at or prior to the Closing Date, and 
Parent shall have received a certificate signed on behalf of the Company 
by the chief financial officer of the Company to such effect. 

(c) Material Adverse Effect. No material adverse effect shall have 
occurred and there shall be no state of facts, change, development, 
effect, condition or occurrence that would reasonably be expected to have 
a material adverse effect. 

(d) Required Consents. The Final Orders relating to the Company 
Required Consents and the Parent Required Consents, together with any 
consents, approvals, orders, authorizations and declarations that shall 
have been obtained following the date of this Agreement and prior to the 
Effective Time in connection with any acquisition of any business or 
person by the Company or any of its subsidiaries, shall not individually 
or in the aggregate impose any terms or conditions, excluding any terms 
and conditions that may be imposed with respect to the acquisitions 
contemplated by the agreements dated as of October 15, 1999 between the 
Company and certain of its subsidiaries on one hand, and Citizens 
Communications Company (IICitizensl') and certain of its subsidiaries, on 
the other hand, to acquire certain water and wastewater assets of those 
Citizens subsidiaries, to the extent reflected or referred to in the 
Proposed Decision of ALJ McVicar dated as of September 6, 2001 and 
excluding any terms and conditions that may be imposed to the extent 
attributable to any acquisition of any business or person by Guarantor or 
any of its subsidiaries with respect to which an acquisition asreement is - 
entered into or that is publicly announced or consummated after the date 

adverse effect, or a material adverse effect on the combined business, 
assets, properties, condition (financial or otherwise) or results of 
operations of the Company and Thames Water Holdings, Inc. and their 

I of this Agreement, that would reasonably be expected to have a material ,. 
I respective subsidiaries taken as a whole. 

SECTION 6.03. Conditions to Obligation of the Company. The I 
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obligation of the Company to effect the Merger is further subject to the 
satisfaction or waiver on or prior to the Closing Date of the following 
conditions: 

(a) Representations and Warranties. The representations and 
warranties of Guarantor, Parent and Sub contained herein shall be true 
and correct, as of the date of this Agreement and as of the Closing Date 
with the same effect as though made as of the Closing Date (except that 
the accuracy of representations and warranties that by their terms speak 
as of a specified date will be determined as of such date), other than 
for such failures to be true and correct that individually or in the 
aggregate would not reasonably be expected to impair in any material 
respect the ability of Guarantor, Parent or Sub to 

5 0  

perform its obligations under this Agreement or prevent or materially 
delay the consummation of any of the transactions contemplated by this 
Agreement. The Compacy shall have received a certificate signed on behalf 
of Guarantor and Parent by a senior officer of each of Guarantor and 
Parent to such effect. For the purposes of determining the satisfaction 
of this condition, the representations and warranties of Guarantor, 
Parent and Sub shall be deemed not qualified by any references therein to 
materiality generally or to a material adverse effect. 

(b) Performance of Obligations of Parent and Sub. Guarantor, Parent 
and Sub shall have performed in all material respects all obligations 
required to be performed by them under this Agreement at or prior to the 
Closing Date, and the Company shall have received a certificate signed on 
behalf of Guarantor and Parent by a senior officer of each of Guarantor 
and Parent to such effect. 

SECTION 6.04. Frustration of Closing Conditions. None of the 
Company, Guarantor, Parent or Sub may rely on the failure of any condition set 
forth in Section 6.01, 6.02 or 6.03, as the case may be, to be satisfied if 
such failure was caused by such party's failure to use reasonable best efforts 
to consummate the Merger and the other transactions contemplated by this 
Agreement, as required by and subject to Section 5.03. 

ARTICLE VI1 

SECTION 7.01. Termination. This Agreement may be terminated, and the 
Merger contemplated hereby may be abandoned, at any time prior to the 
Effective Time, whether before or after the Stockholder Approval has been 
obtained : 

(a) by mutual written consent of Parent, Sub and the Company; 

(b) by either Parent or the Company: 

(i) if the Merger shall not have been consummated by March 16, 
2003; provided, however, (A) that the right to terminate this 
Agreement pursuant to this Section 7.01(b) (i) shall not be available 
to any party whose breach of this Agreement has been the primary 
reason the Merger has not been consummated by such date, (B) that 
neither Parent nor the Company may terminate pursuant to this clause 
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(b) (i) if on such date all conditions in Article VI shall have been 
satisfied or be capable of being satisfied other than the condition 
set forth in Section 6.01(e), and the Company shall have mailed a 
notice of redemption to effect the Stock Redemption, and (C) that if 
on such date a condition set forth in Section 6.01(d) or 6.02(d) 
shall not have been satisfied but all other conditions set forth in 
Article VI shall have been satisfied or be capable of being 
satisfied, then such 
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date shall be extended to September 16, 2003; and provided, further, 
that if on such date (or such extended date pursuant to the 
immediately preceding proviso, as applicable), a condition set forth 
in Section 6.01(d) or 6.02(d) shall not have been satisfied solely 
because the period described in clause (ii) of the definition of 
Final Order set forth in Section 6.01(d) shall not have expired, but 
all of the other conditions set forth in Article VI shall have been 
satisfied or be capable of being satisfied, such date shall be 
extended to the date of expiration of such period (up to a maximum 
of 60 days for such extension); 

(ii) if any Legal Restraint of the type referred to in Section 
6.01(c) shall be in effect and shall have become final and 
nonappealable (provided that the party seeking to terminate this 
Agreement pursuant to this Section 7.01(b) (ii) shall have used its 
reasonable best efforts to resist, resolve or lift, as applicable, 
such Legal Restraint); or 

(iii) if, upon a vote at a duly held meeting to obtain the 
Stockholder Approval, the Stockholder Approval shall not have been 
obtained ; 

(c) by Parent in the event an Adverse Recommendation Change has 
occurred: 

(d) by Parent if the Company shall have breached any of its 
representations, warranties or covenants contained in this Agreement, 
which breach (A)  would give rise to the failure of a condition set forth 
in Section 6.02 (a) or 6.02 (b) , and (B) has not been cured by the Coiripany 
within twenty business days after its receipt of written notice thereof 
from Parent; 

(e) by the Company if Parent shall have breached any of its 
representations, warranties or covenants contained in this Agreement, 
which breach (i) would give rise to the failure of a condition set forth 
in Section 6.03 (a) or 6.03 (b) , and (ii) has not been cured by Parent 
within twenty business days after its receipt of written notice thereof 
from the Company; or 

(f) by the Company in accordance with the terms and subject to the 
conditions of Section 4.02(b). 

e 
Notwithstanding the foregoing, in no event shall Parent terminate this 
Agreement unless prior to the date of such termination Parent shall have 
complied with Section 7.03 (including paying to the Company the Reverse Fee) 
if applicable. 
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SECTION 7.02. Effect of Termination. In the event of termination of 

this Agreement by either the Company or Parent as provided in Section 7.01, 
this Agreement shall forthwith become void and have no effect, without any 
liability or obligation on the part of Parent, Sub or the Company, other than 
the provisions of the last sentence of Section 5.02(a), Section 5.06, this 
Section 7.02, Section 7.03 and Article VIII; provided, however, that no such 
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termination shall relieve any party hereto from any liability or damages 
resulting from a wilful breach by a party of any of its representations, 
warranties or covenants set forth in this Agreement. 

SECTION 7.03. Certain Breaches. If (a) this Agreement is terminated 
by either party pursuant to Section 7.01 (other than (w) the termination of 
this Agreement by either Parent or the Company pursuant to Section 7.01(a) or 
(b) (iii), (x) the termination of this Agreement by Parent pursuant to Section 
7.01(c) or (y) the termination of this Agreement by the Company pursuant to 
Section 7.01(f)) at a time when any of the conditions set forth in Section 
6.01(c) (to the extent relating to the Holding Company Act), 6.01(d) or 
6.02(d) have not been satisfied and (b) at the time of such termination either 
(i) Section 3.02 (d) (i) is not true and correct such that Guarantor, Parent, 
Sub or any of their respective subsidiaries (A) would be required to register 
as a holding company under the Holding Company Act or (B) would be subject to 
regulation under the Holding Company Act in a manner that would raise 
substantive questions with respect to the ownership by any of them of any 
water or wastewater business or Guarantor or Parent is in breach of Section 
4.03(a) (a) (i) or 4.03(a) (a) (ii) (A) or (ii) Section 3.02(d) (i) (other than as 
set forth above) or 3.02(d) (ii) is not true and correct or Guarantor or Parent 
is in breach of Section 4.03 (a) (a) (ii) (B) , 4.03 (a) (b) (i) , 5.03 (a) (to the 
extent relating to Section 6.01(c) (to the extent relating to the Holding 
Company Act), 6.01 (d) or 6.02 (d) ) or 5.03 (b) (to the extent relating to the 
Company Required Consents and the Parent Required Consents) and, in the case 
of clause (ii), such failure to be true and correct or such breach is the 
primary cause of the failure of the conditions set forth in Section 6.01(c) 
(to the extent relating to the Holding Company Act), 6.01(d) or 6.02(d) to be 
satisfied, then Parent shall pay the Company an amount equal to $138 million 
(the "Reverse Fee") by wire transfer of same day funds in U.S. dollars to an 
account in the United States designated by the Company within two business 
days after (or, in the case of a termination by Parent, concurrently with) 
such termination. Guarantor and Parent acknowledge that the agreements 
contained in this Section 7.03 are an integral part of the transactions 
contemplated by this Agreement, and that, without these agreements, the 
Company would not enter into this Agreement; accordingly, if Parent fails 
promptly to pay the amounts due pursuant to this Section 7.03, and, in order 
to obtain such payment, the Company commences a suit that results in a final, 
non-appealable judgment against Guarantor or Parent for the amounts set forth 
in this Section 7.03, Parent and Guarantor shall pay to the Company interest 
on the amounts set forth in this Section 7.03 from and including the date 
payment of such amount was due to but excluding the date of actual payment at 
the prime rate of The Chase Manhattan Bank in effect on the date such payment 
was required to be made, together with reasonable legal fees and expenses 
incurred in connection with such suit. The parties acknowledge and agree that, 
notwithstanding any other provision in this Agreement to the contrary, the 
Company's sole and exclusive remedy with respect to any and all claims based 
on or with respect to any failure of Section 3.02(d) to be true and correct or 
any breach of Section 4.03 (a) (a), 4.03 (a) (b) (i) , 5.03 (a) (to the extent set 
forth above) or 5.03(b) (to the extent set forth above), in circumstances 
where the Company is entitled to payment of the Reverse Fee (other than any 
claims resulting from a willful breach by Guarantor or Parent or any of their 

http://~~~.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3 188 19%2D0000950 157%2D01%2D5.. . 3/14/02 



I O  

EDGAR ONLINE SEC Filing Page 66 of 83 
respective subsidiaries of Section 3.02  (d) , 4 . 0 3  (a) (a) , 4 . 0 3  (a) (b) (i) , 5 . 0 3  (a) 
(to the extent set forth above) or 5.03(b) (to the extent set forth above)) 
shall be the payment of the Reverse Fee pursuant to this Section 7 . 0 3 .  
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SECTION 7.04. Amendment. This Agreement may be amended by the 
parties hereto at any time prior to the Effective Time, whether before or 
after the Stockholder Approval has been obtained; provided, however, that 
afcer the Stockholder Approval has been obtained, there shall be made no 
amendment that by law requires further approval by stockholders of the parties 
without the further approval of such stockholders. This Agreement may not be 
amended except by an instrument in writing signed on behalf of each of the 
parties hereto. 

SECTION 7 . 0 5 .  Extension; Waiver. At any time prior to the Effective 
Time, the parties may (a) extend the time for the performance of any of the 
obligations or other acts of the other parties, (b) waive any inaccuracies in 
the representations and warranties contained herein or in any document 
delivered pursuant hereto or ( c )  waive compliance with any of the agreements 
or conditions contained herein; provided, however, that after the Stockholder 
Approval has been obtained, there shall be made no waiver that by law requires 
further approval by stockholders of the parties without the further approval 
of such stockholders. Any agreement on the part of a party to any such 
extension or waiver shall be valid only if set forth in an instrument in 
writing signed on behalf of such party. The failure or delay by any party to 
this Agreement to assert any of its rights under this Agreement or otherwise 
shall not constitute a waiver of such rights nor shall any single or partial 
exercise by any party to this Agreement of any of its rights under this 
Agreement preclude any other or further exercise of such rights or any other 
rights under this Agreement. 

ARTICLE VI11 

General Provisions 
- - _ _ _ _ _ - - - _ _ _ - _ - - -  

SECTION 8.01. Nonsurvival of Representations and Warranties. None of 
the representations and warranties in this Agreement or in any instrument 
delivered pursuant to this Agreement shall survive the Effective Time. This 
Section 8.01 shall not limit any covenant or agreement of the parties which by 
its terms contemplates performance after the Effective Time. 

SECTION 8 . 0 2 .  Notices. All notices, requests, claims, demands and 
other communications hereunder shall be in writing and shall be deemed given 
if delivered personally or one business day after being sent by overnight 
courier (providing proof of delivery) to the parties at the following 
addresses (or at such other address for a party as shall be specified by like 
notice) : 

if to Guarantor, Parent or Sub, to: 

Thames Water Plc 
Clearwater Court 
Vastern Road 
Reading RG1 8DB 
United Kingdom 
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Attention: Bill Alexander 

Janet Ravenscroft 

with a copy to: 

RWE Aktiengesellschaft 
Opernplatz 1, 45128 
Essen, Germany 

Attention: General Counsel 

with a copy to: 

Cravath, Swaine & Moore 
Worldwide Plaza 
825 Eighth Avenue 
New York, NY 10019 e 
Attention: Peter S .  Wilson, E s q .  

Mark I. Greene, Esq. 

if to the Company, to: 
0 

American Water Works Company, Inc. 
1025 Laurel Oak Road 
Uoorhees, NJ 08043 

Attention: W .  Timothy Pohl 

0 with a copy to: 

Simpson Thacher & Bartlett 
425 Lexington Avenue 
New York, NY 10017 

Attention: Caroline B. Gottschalk, Esq. 
Peter S. Malloy, E s q .  

SECTION 8.03. Definitions. For purposes of this Agreement: 

(a) an llaffiliatell of any person means another person that directly 
or indirectly, through one or more intermediaries, controls, is 
controlled by, or is under common control with, such first person; 

(b) "knowledge of the Company" means the actual knowledge of those 
individuals set forth in Section 8.03(b) of the Company Disclosure 
Schedule ; 
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(c) Itknowledge of Guarantor and Parent" means the actual knowledge 
of those individuals set forth in Section 8.03(c) of the Parent 
Disclosure Schedule; 

(d) "material adverse effect" means any material adverse change or 
effect (i) on the business, assets, properties, condition (financial or 
otherwise) or results of operations of the Company and its subsidiaries, 
taken as a whole, or (ii) which would reasonably be expected, directly or 
indirectly, to prevent or materially impede or delay the consummation of 
the Merger or the other transactions contemplated by this Agreement, 
except in the case of either (i) or (ii) for any change or effect (w) set 
forth in Section 8.03(d) of the Company Disclosure Schedule, (x) relating 
to financial markets or the economy in general, (y) affecting the water 
services or wastewater services industries generally and not specifically 
relating to the Company or its subsidiaries, or (z) to the extent 
attributable to or resulting from the public announcement of the  
transactions contemplated by this Agreement or the identity of Guarantor 
or Parent or their subsidiaries as the acquiring person in the Merger 
including any loss of customers or employees or condemnation proceedings 
resulting therefrom; 

(e 
venture 
Entity, 

(f 

"person" means an individual, corporation, partnership, joint 
association, trust, limited liability company, Governmental 

unincorporated organization or other entity; 

a "Significant Subsidiary41 of any person means any subsidiary of 
such person that constitutes a significant subsidiary within the meaning 
of Rule 1-02 of Regulation S - X  of the SEC; 

(g) a "subsidiary" of any person means another person (i) of which 
5 0 %  or more of the capital stock, voting securities, other voting 
ownership or voting partnership interests having voting power under 
ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no 
such voting interests, 5 0 %  or more o f  the equity interests) are owned or 
controlled, directly or indirectly, by such first person or (ii) of which 
such first person is a general partner; and 

(h) a "wholly owned subsidiary" of any person means a subsidiary of 
which 99% or more of the common equity securities having voting power 
under ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no 
such equity securities having such voting power, 99% or more of the 
equity interests) are owned or controlled, directly or indirectly, by 
such first person. 

SECTION 8.04. Interpretation. When a reference is made in this 
Agreement to a Section, Subsection or Schedule, such reference shall be to a 
Section or Subsection of, or a Schedule to, this Agreement unless otherwise 
indicated. The table of contents and headings contained in this Agreement are 
for reference purposes only and shall not affect in any way the meaning or 
interpretation of this Agreement. Whenever the words "includes" or 

56 

are used in this Agreement, they shall be deemed to be followed by 
the words "without limitation. It The words "hereof, "herein" and "hereundertr 
and words of similar import when used in this Agreement shall refer to this 
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Agreement as a whole and not to any particular provision of this Agreement. 
The term l1orI1 is not exclusive. The definitions contained in this Agreement 
are applicable to the singular a5 well as the plural forms of such terms. Any 
agreement or instrument defined or referred to herein or in any agreement or 
instrument that is referred to herein means such agreement or instrument as 
from time to time amended, modified or supplemented. References to a person 
are also to its permitted successors and assigns. 

SECTION 8 . 0 5 .  Guarantee. In connection with the Merger and the other 
transactions contemplated by this Agreement, Guarantor hereby irrevocably, 
absolutely and unconditionally guarantees the due, punctual and complete 
performance and payment (and not merely collection) in full of all obligations 
and liabilities of Parent, Sub and the Surviving Corporation under this 
Agreement, and of any other person to whom any of their obligations shall be 
assigned in accordance with Section 8 . 0 9 ,  as and when due and payable or 
required to be performed pursuant to any provisions of this Agreement, subject 
to the terms and conditions thereof (the "Guaranteed Obligations") and agrees 
that the Company shall be entitled to enforce directly against Guarantor any 
of the Guaranteed Obligations. To the fullest extent permitted by Applicable 
Law, Guarantor waives presentment to, demand of payment from and protest to 
any other person of any of the Guaranteed Obligations, and also waives notice 
of acceptance of its guarantee and notice of protest for nonpayment. The 
obligations of Guarantor hereunder shall not be subject to any reduction, 
limitation, impairment or termination for any reason, including any claim of 
waiver, release, surrender, alteration or compromise, and shall not be subject 
to any defense or setoff, counterclaim, recoupment or termination whatsoever 
by reason of the invalidity, illegality or unenforceability o f  the Guaranteed 
Obligations, or otherwise. Notwithstanding any of the foregoing, nothing 
herein shall be deemed to waive or limit Guarantor's ability to assert any 
claims, defenses or other rights that Parent or Sub may have under this 
Agreement. 

SECTION 8 . 0 6 .  Counterparts. This Agreement may be executed in one or 
more counterparts, all of which shall be considered one and the same agreement 
and shall become effective when one or more counterparts have been signed by 
each of the parties and delivered to the other parties. 

SECTION 8 . 0 7 .  Entire Agreement; No Third-party Beneficiaries. This 
Agreement, together with the Company Disclosure Schedules, the Parent 
Disclosure Schedules and the Exhibits (a) constitutes the entire agreement, 
and supersedes all prior agreements and understandings, both written and oral, 
(other than the Confidentiality Agreement), among the parties with respect to 
the subject matter hereof and thereof and (b) except for the provisions of 
Section 5 . 0 5 ,  are not intended to confer upon any person other than the 
parties hereto and thereto (and their respective successors and assigns) any 
rights or remedies. 

SECTION 8 . 0 8 .  Governing Law. This Agreement shall be governed by, 
and construed in accordance with, the laws of the State of Delaware, 
regardless of the laws that might otherwise govern under applicable principles 
of conflicts of laws thereof. 

5 7  

SECTION 8 . 0 9 .  Assignment. Neither this Agreement nor any of the 
rights, interests or obligations hereunder shall be assigned or delegated, in 
whole or in part (except by operation of law), by any of the parties hereto 
without the prior written consent of the other parties hereto, and any attempt 
to make any such assignment without such consent shall be null and void. 
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Notwithstanding the foregoing, Parent or Sub may assign, in its sole 
discretion, any of or all its respective rights, interests and obligations 
under this Agreement to Guarantor or to any direct or indirect wholly owned 
subsidiary of Guarantor with written notice to the Company and upon taking of 
any actions required by the DGCL with respect thereto (including amending this 
Agreement if necessary), provided that the Company agrees to provide 
reasonable assistance to Parent with any such actions and agrees to execute 
any such amendments to this Agreement, but no such assignment shall relieve 
Parent or Sub of any of their respective obligations hereunder; provided, 
however, that Parent and such substitute subsidiary shall represent and 
warrant to the Company, on the day such substitution is to be effective, the 
representations and warranties set forth in Section 3.02; provided, further, 
that no action shall be taken that would require the Company to amend or 
supplement in any material respect the Proxy Statement at any time after the 
Proxy Statement has first been mailed to the Company's stockholders or 
materially delay or impede the consummation of the Merger. Subject to the 
preceding sentence, this Agreement shall be binding upon, inure to the benefit 
of and be enforceable by, the parties hereto and their respective successors 
and assigns. 

SECTION 8.10. Enforcement. The parties agree that irreparable damage 
would occur in the event that any of the provisions of this Agreement were not 
performed in accordance with their specific terms or were otherwise breached. 
It is accordingly agreed that the parties shall be entitled to an injunction 
or injunctions to prevent breaches of this Agreement and to enforce 
specifically the terms and provisions of this Agreement in any court of the 
United States located in the State of Delaware or in any Delaware state court, 
this being in addition to any other remedy to which they are entitled at law 
or in equity. In addition, each of the parties hereto (a) consents to submit 
itself to the personal jurisdiction of any court of the United States located 
in the State of Delaware or of any Delaware state court in the event any 
dispute arises out of this Agreement or the transactions contemplated by this 
Agreement, (b) agrees that it will not attempt to deny or defeat such personal 
jurisdiction by motion or other request for leave from any such court and (c) 
agrees that it will not bring any action relating to this Agreement or the 
transactions Contemplated by this Agreement in any court other than a court of 
the United States located in the State of Delaware or a Delaware state court. 
By the execution and delivery of this Agreement, each of Guarantor and Parent 
appoints CT Corporation System, Corporation Trust Center, 1209 Orange Street, 
Wilmington, DE 19801, as its agent upon which process may be served in any 
such legal action or proceeding. Service of process upon such agent, together 
with notice of such service given to Guarantor or Parent in the manner 
specified in Section 8.02 shall be deemed in every respect effective service 
of process upon Guarantor or Parent in any legal action or proceeding. 

SECTION 8.11. Severability. If any term or other provision of this 
Agreement is invalid, illegal or incapable of being enforced by any rule or 
law, or public policy, all other conditions and provisions of this Agreement 
shall nevertheless remain in full force and effect so long as the economic or 
legal substance of the transactions contemplated hereby is not affected in any 
manner materially adverse to any party. Upon such determination that any term 
or other . 

5 8  

I. 
provision is invalid, illegal or incapable of being enforced, the parties 
hereto shall negotiate in good faith to modify this Agreement so as to effect 
the original intent of the parties as closely as possible in an acceptable 
manner to the end that transactions contemplated hereby are fulfilled to the 
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extent possible. 

SECTION 8.12. Waiver of Jury Trial. Each party waives, to the 
fullest extent permitted by law, any right it may have to a trial by jury in 
respect of any action, suit or proceeding arising out of or relating to this 
Agreement or the transactions contemplated by this Agreement. 

IN WITNESS WHEREOF, Guarantor, Parent, Sub and the Company have 
caused this Agreement to be signed by their respective officers thereunto duly 
authorized, all as of the date first written above. 

RWE AKTIENGESELLSCHAFT, . 
By: / s / Richard Klein 

Name: Richard Klein 
Title: Member of the Executive Board 

_ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  . 
. 
. 
. 
. 

i 

I. 

I. 

By: / s / William John Alexander 

Name: William John Alexander 
Title: Chief Executive 

_ - _ _ - _ _ _ _ - _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

THAMES WATER AQUA HOLDINGS GMBH, 

By: / s / Richard Klein 

Name: Richard Klein 
Title: Member of the Executive Board 

- _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ - _ - - - - _ -  

By: / s / William John Alexander 

Name: William John Alexander 
Title: Chief Executive 

_ - - _ - _ _ _ _ _ _ _ _ _ - _ _ _ _ _ - _ - - - _ _ _  

APOLLO ACQUISITION COMPANY, 

By: / s / Jim McGivern 
_ _ _ _ _ _ _ _ _ _ - - - _ _ _ _ _ _ _ _ - _ - - _ - _  
Name: Jim McGivern 
Title: Managing Director International 

Business Development 

AMERICAN WATER WORKS COMPANY, INC., 

By: / s / J. James Barr 

Name: J. James Barr 
Title: President and Chief Executive 

_ - - _ _ _ _ _ _ - - _ _ _ - - - - _ _ _ _ _ _ _ _ _  
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Exhibit 2 
Conformed Copy 
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VOTING AGREEMENT, dated as of September 16, 2001 (this "Agreement"), 
among Thames Water Aqua Holdings GmbH, a company organized under the laws of 
the Federal Republic of Germany ("Parent"), and the stockholders of American 
Water Works Company, Inc., a Delaware corporation (the lrCompanylr), that are 
parties hereto (each, a "Stockholder" and, collectively, the llStockholderslf) . 

W I T N E S S E T H :  

WHEREAS, RWE Aktiengesellschaft, a company organized under the laws 
of the Federal Republic of Germany, Parent, Apollo Acquisition Company, a 
Delaware corporation and a wholly owned subsidiary of Parent (I1Sub1I), and the 
Company are, concurrently with the execution and delivery of this Agreement, 
entering into an Agreement and Plan of Merger, dated as of the date hereof (as 
the same may be amended or supplemented, the "Merger Agreement;" capitalized 
terms used without definition herein having the meanings assigned to them in 
the Merger Agreement), providing for the merger of Sub with and into the 
Company upon the terms and subject to the conditions set forth in the Merger 
Agreement (the "Merger" ) ; 

WHEREAS, as of the date hereof, each Stockholder is a beneficial 
owner of, and has the power to vote or direct the vote with respect to, the 
number of shares of common stock, par value $1.25 per share, of the Company 
('ICompany Common Stock'l), as set forth on the signature page hereof beneath 
such Stockholder's name (with respect to each Stockholder, such Stockholder's 
"Existing Shares" and, together with any shares of the Company Common Stock or 
other voting capital stock of the Company as to which the power to vote or 
direct the vote with respect to is acquired after the date hereof, whether 
upon the exercise of warrants, options, conversion of convertible securities 
or otherwise, such Stockholder's llSharesll) ; and 

WHEREAS, as a condition to its willingness to enter into the Merger 
Agreement, Parent has required that each Stockholder enter into this 
Agreement; 

NOW THEREFORE, in consideration of the foregoing and the mutual 
representations, warranties, covenants and agreements herein contained, and 
intending to be legally boun3 hereby, the parties hereto agree as follows: 

ARTICLE I 

VOTING 

1.1 Agreement to Vote. Each Stockholder hereby agrees that it shall, 
and shall cause the holder of record on any applicable record date to, from 
time to time, at the request of Parent, at any meeting (whether annual or 
special and whether or not an adjourned or postponed meeting) of stockholders 
of the Company, however called, or in connection with any written consent of 
the holders of the Company Common Stock, (a) if a meeting is held, appear at 
such meeting or otherwise cause such Stockholder's Shares to be counted as 
present thereat for purposes of establishing a quorum and (b) vote (or cause 
to be voted), in person or by proxy, or provide (or cause to be provided) a 
written consent in lieu of a meeting with respect to, all the Shares of such 
Stockholder (i) in favor of the approval and adoption of the Merger Agreement 
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and the Merger, (ii) against (x) any Takeover Proposal (other than the Merger 
Agreement and the Merger), (y) any proposal, action or transaction that would 
reasonably be expected to materially impede or delay the Merger, or materially 
adversely affect the Merger Agreement or the consummation of the Merger (so 
long as, in the case of this clause (y), Parent requests in writing, at or 
prior to the meeting or written consent, that such Stockholder vote against 
any such proposal, action or transaction) or ( z )  any amendment to the 
Company's Restated Certificate of Incorporation or By-laws which amendment 
would reasonably be expected to materially impede or delay the Merger, or 
materially adversely affect the Merger Agreement or the consummation of the 
Merger (so  long as, in the case of this clause ( z ) ,  Parent requests in 
writing, at or prior to the meeting or written consent, that such Stockholder 
vote against any such amendment). 

1.2 No Ownership Interest. Nothing contained in this Agreement shall 
be deemed to vest in Parent or Sub any direct or indirect ownership or 
incidence of ownership of or with respect to any Shares. All rights and 
ownership and economic benefits of and relating to the Shares shall remain 
vested in and belong to the Stockholders, and Parent and Sub shall have no 
authority to manage, direct, superintend, restrict, regulate, govern or 
administer any of the policies or operations of the Company or exercise any 
power or authority to direct the Stockholders in the voting of any of the 
Shares, except as otherwise provided herein. 

e 
1.3 No Inconsistent Agreements. Each Stockholder hereby represents 

to Parent and covenants and agrees that, except as contemplated by this 
Agreement and the Merger Agreement, such Stockholder (a) has not entered, and 
at any time while this Agreement remains in effect shall not enter, into any 
voting agreement or voting trust with respect to any Shares which is 
inconsistent with such Stockholder's obligations under this Agreement and (b) 
has not granted, and shall not grant at any time while this Agreement remains 
in effect, a proxy or power of attorney with respect to any Shares which is 
inconsistent with such Stockholder's obligations under this Agreement. 

e 

e ARTICLE I1 

REPRESENTATIONS AND WARRANTIES OF EACH STOCKHOLDER 

Each Stockholder hereby, severally and not jointly, represents and 
warrants as to itself to Parent as follows: 

e 2.1 Authorization; Validity of Agreement; Necessary Action. Such 
Stockholder has full power and authority to execute and deliver this 
Agreement, to perform such Stockholder's obligations hereunder and to 
consummate the transactions contemplated hereby. The execution, delivery and 
performance by such Stockholder of this Agreement and the consummation by it 
of the transactions contemplated hereby have been duly and validly authorized 
by such Stockholder and no other actions or proceedings on the part of such 
Stockholder or any record holder of such Stockholders' shares are necessary to 
authorize the execution and delivery by it of this Agreement and the 
consummation by it of the transactions contemplated hereby. This Agreement has 
been duly executed and delivered by such Stockholder, and, assuming this 
Agreement constitutes a valid and binding obligation of Parent, constitutes a 
valid and binding obligation of such Stockholder, enforceable against it in 
accordance with its terms. No Stockholder who is executing and delivering this 
Agreement in a trustee capacity is required to obtain the consent of any 
beneficiary or other person to execute and deliver this Agreement or to 
Consummate the transactions contemplated hereby, other than any consent that 
has been obtained as of the date hereof. 
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Shares from the date hereof through and on the date of the Stockholders 
Meeting will be, owned beneficially as indicated on the signature page hereto 
for such Stockholder and 

Page 74 of 83 
2.2 Shares. Such Stockholder's Existing Shares are, and all of its 

such Stockholder has, and through the date of the Stockholders Meeting will 
have, the power to vote or direct the vote with respect to all such Shares 
(subject to any dispositions of Shares permitted by Section 3.l(a) hereof). 
Such Stockholder has and will have the power to vote and the power to issue 
instructions with respect to the matters set forth in Article I hereof, in 
each case with respect to all of such Stockholder's Existing Shares and with 
respect to all of such Stockholder's Shares on the date of the Stockholders 
Meeting, with no limitations, qualifications or restrictions on such rights, 
subject to applicable federal securities laws and the terms of this Agreement. 

ARTICLE I11 

OTHER COVENANTS 

3.1 Further Agreements of Stockholders 

(a) Each Stockholder, severally and not jointly, hereby agrees, 
from the date hereof until the completion of the Stockholders Meeting, not to 
sell, transfer, pledge, encumber, assign or otherwise dispose of 
(collectively, a "Transferf1) or enter into any contract, option or other 
arrangement or understanding with respect to the offer for sale, sale, 
transfer, pledge, encumbrance, assignment or other disposition of, any of its 
Existing Shares or any Shares acquired after the date hereof, except (i) by 
testamentary disposition or operation of law (including, without limitation, 
the laws of intestacy) or (ii) to a person who agrees in writing, in an 
instrument reasonably acceptable to Parent, to be bound by this Agreement as a 
Stockholder, including Section 1.1; provided, however, that, notwithstanding 
the provisions of this Section 3.l(a), such Stockholder may Transfer that 
number of Shares set forth opposite its name on Exhibit A hereto without 
compliance with this sentence; provided that each such Transfer is not, to the 
knowledge of such Stockholder, to a person who has made a Takeover Proposal. 

(b) In the event of a stock dividend or distribution, or any 
change in the Company Common Stock by reason of any stock dividend or 
distribution, or any change in the Company Common Stock by reason of any stock 
dividend, split-up, recapitalization, combination, exchange of shares or the 
like, the term "Shares" shall be deemed to refer to and include the Shares as 
well as all such stock dividends and distributions and any securities into 
which or for which any or all of the 

Shares may be changed or exchanged or which are received in such transaction. 

ARTICLE IV 

MISCELLANEOUS 

4.1 Termination. This Agreement shall automatically terminate and no 
party shall have any rights or duties hereunder upon the earlier of (a) the 
Effective Time; (b) the termination of the Merger Agreement in accordance with 
its terms; or (c) with respect to any Stockholder, any amendment to the Merger 
Agreement that (i) is material and adverse to such Stockholder, and (ii) is 
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executed subsequent to the date of this Agreement. For purposes of this 
Section 4 . 1 ,  a material and adverse amendment to the Merger Agreement 
includes, without limitation, any amendment, modification, change or waiver to 
the terms of the Merger Agreement, in any case that results in any decrease in 
the price to be paid per share of Company Common Stock, any change in the form 
of consideration to be used to purchase Shares that results in a reduction of 
the amount of cash to be paid in respect thereof or any delay in the deposit 
with the Paying Agent of all cash required to be deposited pursuant to Section 
2.02(a) of the Merger Agreement (as in effect on the date hereof) beyond the 
fifth business day after the time at which the Merger becomes effective. 
Nothing in this Section 4 . 1  shall relieve or otherwise limit any party of 
liability for breach of this Agreement. 

a 

4 . 2  Further Assurances. From time to time, at Parent's request and 
without further consideration, each Stockholder shall execute and deliver such 
additional documents and take all such further action as may be reasonably 
necessary or desirable to carry out the provisions of this Agreement. ~ 

4 . 3  Notices. All notices and other communications hereunder shall be 
in writing and shall be deemed duly given (a) on the date of delivery if 
delivered personally, or by telecopy or telefacsimile, upon confirmation of 
receipt, (b) on the first business day following the date of dispatch if 
delivered by a recognized next-day courier service, or (c) on the tenth 
business day following the date of mailing if delivered by registered or 
certified mail, return receipt requested, postage prepaid. All notices 
hereunder shall be delivered as set forth below, or pursuant to such other 
instructions as may be designated in writing by the party to receive such 
notice: 

a 

a 

a 

(a) If to Parent, to 

Thames Water Plc 
Clearwater Court 
Vastern Road 
Reading RGI 8DB 
United Kingdom 

Attention: Jim McGivern 
Janet Ravenscroft 
He Imu t Kemp f 

with a copy to: 

Cravath, Swaine & Moore 
Worldwide Plaza 
825 Eighth Avenue 
New York, NY 10019 
Attention: Peter S. Wilson, Esq 

Mark I. Greene, Esq. 
Telecopy: ( 2 1 2 )  474-37GO 

I (b) if to a Stockholder, as provided on Exhibit B hereof. 

I 4 . 4  Counterparts. This Agreement may be executed in one or more 
counterparts, all of which shall be considered one and the same agreement and 
shall become effective when one or more counterparts have been signed by each 
of the parties and delivered to the other parties, it being understood that 
all parties need not sign the same counterpart. 
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4 . 5  Governing Law. This Agreement shall be governed by and construed 
in accordance with the laws of the State of Delaware, regardless of the laws 
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that might otherwise govern under applicable principles of conflicts of laws 
thereof. 

4.6 Amendment. This Agreement may not be amended except by an 
instrument in writing signed on behalf of the Parent and each Stockholder to 
be affected thereby. 

4 . 7  Stockholder Capacity. No person executing this Agreement who is 
or becomes during the term of this Agreement an officer or director of the 
Company makes (or shall be deemed to have made) any agreement or understanding 
herein in his or her capacity as such officer or director. Without limiting 
the generality of the foregoing, each Stockholder signs solely in his or her 
capacity as the beneficial owner of such 

Stockholder's Shares and nothing herein shall limit or affect any action taken 
by a Stockholder in his or her capacity as an officer or director of the 
Company. 

4.8 Several Basis. The parties hereto agree and acknowledge that 
each Stockholder's duties, obligations, covenants, representations and 
warranties are made individually and on a several and not joint basis, and, if 
made by a trustee of a trust that owns Shares, are made by such trustee in his 
or her fiduciary capacity, and not individually. 

4.9 Entire Agreement; No Third-party Beneficiaries. This Agreement 
(including the documents and instruments referred to herein) (i) constitutes 
the entire agreement and supersedes all prior agreements and understandings, 
both written and oral, among the parties hereto with respect to the subject 
matter of this Agreement and (ii) is not intended to confer upon any person 
other than the parties hereto (and their respective successors and assigns) 
any rights or remedies. 

4.10 Assignment. Except as provided in Section 3.1(a), neither this 
Agreement nor any of the rights, interests or obligations under this Agreement 
shall be assigned, in whole or in part, by any of the parties hereto without 
the prior written consent of the other parties hereto, except that Parent may 
assign, in its sole discretion, any of or all its rights, interests and 
obligations under this Agreement to any direct or indirect wholly owned 
subsidiary of Parent, but no such assignment shall relieve Parent of any of 
its obligations under this Agreement. Any purported assignment in violation of 
this Section 4.9 shall be void. Subject to the preceding sentences of this 
Section 4.9, this Agreement shall be binding upon, inure to the benefit of and 
be enforceable by, the parties hereto and their respective successors and 
assigns. 

4.11 Severability. If any term or other provision of this Agreement 
is invalid, illegal or incapable of being enforced by any rule of law or 
public policy, all other conditions and provisions of this Agreement shall 
nevertheless remain in full force and effect. Upon such determination that any 
term or other provision is invalid, illegal or incapable of being enforced, 
the parties hereto shall negotiate in good faith to modify this Agreement so 
as to effect the original intent of the parties as closely as possible to the 
fullest extent permitted by applicable law in an acceptable manner and to the 
end that the transactions contemplated hereby are fulfilled to the extent 
possible. 

4.12 Enforcement. The parties agree that irreparable damage would 
occur in the event that any of the provisions of this Agreement were not 
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performed in accordance with their specific terms or were otherwise breached. 
It is accordingly agreed that the parties shall be entitled to an injunction 
or injunctions to prevent breaches of this Agreement and to specific 
performance of the terms hereof in any Delaware state court or any Federal 
court located in the State of Delaware, this being in addition to any other 
remedy to which they are entitled at law or in equity. In addition, each of 
the parties hereto (a) consents to submit itself to the personal jurisdiction 
of any Delaware state court or any Federal court located in the State of 
Delaware in the event any dispute arises out of or under or relates to this 
Agreement or any of the transactions contemplated hereby, (b) agrees that it 
will not attempt to deny or defeat such personal jurisdiction by motion or 
other request for leave from any such court, (c) agrees that it will not bring 
any action, suit or proceeding arising out of or under or relating to this 
Agreement or any of the transactions contemplated hereby in any court other 
than any Delaware state court or any Federal court located in the State of 
Delaware and (iv) waives any right to trial by jury with respect to any 
action, suit or proceeding arising out of or under or relating to this 
Agreement or any of the transactions contemplated hereby in any Delaware state 
court or any Federal court located in the State of Delaware, and hereby 
further and unconditionally waives and agrees not to plead or claim in any 
such court that any such action, suit or proceeding brought in any such court 
has been brought in an inconvenient forum. 

[Remainder of this page intentionally left blank] 

IN WITNESS WHEREOF, Parent and each of the Stockholders have signed 
or caused this Agreement to be signed by their respective officers or other 
authorized person thereunto duly authorized, as of the date first written 
above. . 

Thames Water Aqua Holdings GmbH 

. 

. 
I. 

I. 

By: / s /  Richard R. Klein 
- - - - -__ - - - - - - -____- -_____________  
Name: Richard R Klein 
Title: Attorney-in-Fact 

By: / s /  William John Alexander 
-_ -____- - - - - - -_ - -__ -_____________  
Name: William John Alexander 
Title: Attorney-in-fact 

As Managing General Partner of 
Waterworks Associates, L.P., a 
Delaware limited partnership, with 
respect to 3 ,687 ,605  Existing Shares. 

As Manager of Amworks, L.L.C., a 
Delaware limited liability company, 
with respect to 1 , 2 2 5 , 8 6 4  Existing 
Shares. 
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e 

e 

e 

Existing Shares: 4 , 9 1 3 , 4 6 9  

By: / s /  Marian S. Ware 
_ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ - - -  
Name: Marian S. Ware 

In her individual capacity, with 
respect to 4 , 0 5 0 , 2 3 9  Existing Shares. 

Existing Shares: 4 , 0 5 0 , 2 3 9  

HARDING MOTT FAMILY TRUST 

By: / s /  William S. White 
_ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: William S. White 
Title: Trustee 

By: / s /  Frederick S. Kirkpatrick 
_ - - _ _ _ - - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: Frederick S. Kirkpatrick 
Title: Trustee 

Existing Shares: 4 , 7 6 9 , 7 2 0  

e 

CLAIRE INVESTMENT COMPANY 

e 
By: CLAIRE M. WHITE 1 9 4 6  TRUST, as 

general partner 

By: / s /  William S. White 
_ - _ - _ _ - _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: William S. White 
Title: Trustee 

e 
By: CLAIRE M. WHITE 1 9 5 2  TRUST, as 

general partner 

, e  

By: / s /  William S. White 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: William S. White 
Title: Trustee 

By: / s /  Tiffany White Lovett 
_ _ _ _ _ _ _ - - _ _ _ _ _ _ _ _ _ _ _ _ - - - _ - - - -  
Name: Tiffany White Lovett 
Title: Trustee 

I Page 78 of 83 
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e 
By:/s/ Martha Ware 

- _ _ _ - _ _ _ _ _ - - _ _ _ - _ _ _ _ _ _ - _ - - - -  
Name: Martha Ware 
Title: Trustee 

e 
Existing Shares: 428,572 
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Ware Family Investments Limited 

By: WARE FAMILY INVESTMENTS, INC., as 
general partner 

By: RHODA C. WARE REVOCABLE 
TRUST, as sole shareholder 

By: BESSEMER TRUST COMPANY 
OF FLORIDA, as trustee 

By:/s/ James L. Myers, Jr. 
- _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: James L. Myers, Jr. 
Title: Managing Director 

By:/s/ Nancy Wainwright 
- _ _ _ - _ _ _ _ - _ - _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _  
Name: Nancy Wainwright 
Title: Trustee 

By:/s/ Rhoda W. Cobb 
- - - - - - - _ - - - - _ _ _ _ _ _ _ _ _ _ - _ _ - - -  
Name: Rhoda Cobb 
Title: Trustee 

e 

e 

e 

RHODA C. WARE REVOCABLE TRUST 

By: BESSEMER TRUST COMPANY OF FLORIDA, 
as trustee 

By:/s/ James L. Myers, Jr. 
- _ _ - - _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: James L. Myers, Jr. 
Title: Managing Director 

By:/s/ Nancy Wainwright 

Name: Nancy Wainwright 
Title: Trustee 

By:/s/ Rhoda W. Cobb 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: Rhoda Cobb 
Title: Trustee 

By:/s/ Martha Ware 
- - - - - - - - - - - - - - - - -_- -________________ 
Name: Martha Ware 
Title: Trustee 

I Existing Shares: 1,451,996 
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BESSEMER TRUST COMPANY 

By: / s /  Bartholomew H. Sharp 
_ - _ - _ _ _ - L _ - _ _ _ _ _ _ - - _ - - - - - - - - - - - - - - -  

Name: Bartholomew H. Sharp 
Title: Principal 

As Trustee for the Irrevocable Trust 
For The Benefit Of Nancy Wainwright, 
with respect to 1,187,362 Existing 
Shares. 

As Trustee for the Martha Ware 
Irrevocable Trust, with respect to 
1,148,212 Existing Shares. 

As Trustee €or the Martha Ware 
Revocable Trust, with respect to 
24,919 Existing Shares. 

Existing Shares: 2,360,493 

BANKERS TRUST FLORIDA, N . A  

By: / s /  Charles B. Fischer, Jr. 

Name: C.B. Fischer, Jr. 
Title: Vice President 

As Trustee for Irrevocable Trust For 
The Benefit Of Rhoda Cobb, with 
respect to 891,784 Existing Shares. 

As Trustee for the Rhoda C. Ware 
Generation Skipping Trust, with 
respect to 37,764 Existing Shares. 

Existing Shares: 929,548 

MELLON BANK 

By: / s /  Barbara F .  Buckman 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: Barbara F. Buckman 
Title: Vice President 

By: / s /  Elizabeth H. Gemmill 
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Each as Trustee under the Deed of 
Trust of Kenneth Gemmill as appointed 
by Will of Catherine G. Cowen, with 
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respect to 397,048 Existing Shares. 

Each as Trustee under the Deed of 
Trust of Kenneth Gemmill as appointed 
by Will of William K. Gemmill, with 
respect to 5 0 3 , 5 3 6  Existing Shares. 

Each as Trustee under the John K. 
Gemmill Appointive Trust #1, with 
respect t o  1 4 2 , 9 4 8  Existing Shares. 

Each as Trustee under the John K. 
Gemmill Appointive Trust #2, with 
respect to 2 3 0 , 0 0 0  Existing Shares. 

Existing Shares: 1 , 2 7 3 , 5 3 2  

MELLON BANK 

By: / s /  Barbara F. Buckman 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: Barbara F. Buckman 
Title: Vice President 

As Trustee under the Deed of Trust of 
Kenneth Gemmill for Helen H. Gemmill, 
with respect to 5 4 7 , 9 8 4  Existing 
Shares. 

As Trustee under the Deed of Trust of 
Kenneth Gemmill for Elizabeth H. 
Gemmill, with respect to 480,248 
Existing Shares. 

Existing Shares: 1 , 0 2 8 , 2 3 2  

0 

EXHIBIT A 

Shares Not Subject To Transfer Restrictions 
0 

I 

lo  

0 

e 

Name : 
- - - _  

Marian S. Ware . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Amworks, L.L.C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Waterworks Associates, L.P . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Harding Mott Family Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Claire Investment Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deed of Trust of Kenneth Gemmill 
as appointed by Will of Catherine G. Cowen . . . . . . . . . . . . . . . .  

Deed of Trust of Kenneth Gemmill 

Number of Shares: 
- - - - - - - - _ - - - - _ _ _ _  

2 0 2 , 5 1 2  

6 1 , 2 9 3  

1 8 4 , 3 8 0  

2 3 8 , 4 8 6  

1 4 9 , 0 5 4  

19 ,852 
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as appointed by Will of William K. 
Gemmill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I 

1 e 

I 

I 
I Trust #1 

John K. Gemmill Appointive 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1 e i Trust #2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
John K. Gemmill Appointive 

I Deed of Trust of Kenneth Gemmill 
I for Helen H. Gemmill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
, Deed of Trust of Kenneth Gemmill . e for Elizabeth H. Gemmill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Ware Family Investments Limited ......................... 

Rhoda C. Ware Revocable Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e Irrevocable Trust For The Benefit 
Of Nancy Wainwright . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Martha Ware Irrevocable Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Martha Ware Revocable Trust . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
e 

Name : 
_ - - _  

Irrevocable Trust For The Benefit 
Of Rhoda Cobb . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Rhoda C. Ware Generation 
Skipping Trust . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

0 

EXHIBIT B 

Notices 

e 

Marilyn Ware 

' e  
I 

I Marian S. Ware 

Name : 
- - - _  

Harding Mott Family Trust 
Attn: Frederick S. Kirkpatrick 

_ _ _ _  
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2 5 , 1 7 7  

7 , 1 4 7  

1 1 , 5 0 0  

27 ,399  

2 4 , 0 1 2  

21 ,429  

72 ,600  

5 9 , 3 6 8  

1 0 0 , 0 0 0  

1 , 2 4 6  

4 4 , 5 8 9  

1 , 8 8 8  

c/o Marian S. Ware 
125B Lancaster Ave. 
Strasburg, PA 1 7 5 7 9  

125B Lancaster Ave. 
Strasburg, PA 17579  

MFO Management Company 
111 E. Court St., Suite 3 
Flint, MI 48502  

-D 

I Claire Investment Company C.S. Mott Foundation 
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AtLn: William S. White 

Ware Family Investments Limited 
C/o Bessemer Trust Company of Florida 
Attn: James L. Myers, Jr. 

Rhoda C. Ware Revocable Trust 
C/o Bessemer Trust Company of Florida 
Attn: James L. Myers, Jr. 
Bessemer Trust Company of Florida 
Attn: James L. Myers, Jr. 

Bessemer Trust Company 
Attn: Fred Sandstrom 

Bankers Trust Florida, N . A  
Attn: C.B. Fischer, Jr. 

Elizabeth Gemmill 

Mellon Bank 
Attn: Barbara F. Buckman 

Page 83 of 83 
Mott Foundation Building 
503 South Saginaw Street, 
12th Floor 
Flint, MI 48502 

222 Royal Palm Way 
Palm Beach, FL 33480-4394 

222 Royal Palm Way 
Palm Beach, FL 33480-4394 

222 Royal Palm Way 
Palm Beach, FL 33480-4394 

100 Woodbridge Center Drive 
Woodbridge, NJ 07095-0980 

350 Royal Palm Way 
Palm Beach, FL 33480 

608 Harts Ridge Road 
Conshohocken, PA 19428 

1735 Market Street, 3rd floor 
Philadelphia, PA 19103 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549  

I Form 8 - K  

CURRENT REPORT e 
Pursuant to Section 13 or 15(d) of the 

Securities Exchange Act of 1934  

Date of Report (Date of earliest event reported): February 6, 2002 

AMERICAN WATER WORKS COMPANY, INC. 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - -  

(Exact name of registrant specified in its charter) 

Delaware 0001-03437  
- - - - - - - -  - - - - - - - - _ _  

[State or other Jurisdiction (Commission e 
of Incorporation) File Number) 

5 1 - 0 0 6 3 6 9 6  
- - - _ - - - - _ -  

(I.R.S. Employer 
Identification No.) 

(Address of principal executive offices) (Zip Code) 

Registrant's telephone number, including area code: ( 8 5 6 )  346-8200 
0 

ETEM 9 .  REGULATION FD DISCLOSURE. 

I American Water Works Company, Inc. is furnishing herewith a copy of 
l 
l .>f RWE. This information is attached to this Form 8-K as Exhibit 9 9 . 1 .  

p11 employee communication relating to its proposed merger with a subsidiary 

SIGNATURE * 
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Pursuant to the requirements of the Securities Exchange Act of 1934, 
the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. 

~e 

e 
Date 

e 

By: / s /  W. Timothy Pohl 
__-__--___-___------_--_------- .  

Name: W. Timothy Pohl 
Title: General Counsel and 

Secretary 

February 7, 2002 

EXHIBIT INDEX 

Description 

RWE Acquisition Update #15 dated February 6, 2002. 

Exhibit 99.1 

RWE Acquisition Update #15 

February 6, 2002 

This is an update on the RWE/Thames transaction for American Water Associates. 
Frequent updates will be distributed in the coming weeks via email. They are 

@&en archived, along with other important materials, in the "RWE Acquisition 
ate" database on Lotus Notes. 

3rogress on the Regulatory Front 
In the recent survey of Associates, you told us you wanted to have more 
information about the regulatory approval process for the proposed RWE 

'acquisition. As of the end of January, all of the applications for approval 
ere filed where they are required. Here's the latest on the status of the 
filing in each state: 

Xrizona 
#e filed our application on December 17, 2001 and the public utility agency's 

&&aff asked to delay a review of our application until May 8, 2002. We agreed 
z o  that request. In the meantime, we have been asked to respond to a series of 
iuestions from the staff. 

' zalifornia 
E!he application was officially accepted as filed on January 28, 2002 and no 
further action has taken place. 

3awa i i 
3x1 December 11, 2001 we filed an official notification of the proposed merger. 
T h e  public utility agency later informed the company that it does not intend 
-0 review the matter at this time, but reserves the right to conduct a review 

e 
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at a later date. Since that notification, the company has filed additional I @  documentation regarding the transaction to minimize the time the agency might 

i require if it decides to move forward on the review at a later date. I 

Page 3 of 5 

Continued . . . 
I @  

Illinois 
The filing was made on December 21,  2 0 0 1 .  Since then, the cities of Pekin and 

@Peoria have become official interveners in the proceedings. An intervenor is 
any individual, company, or organization with an interest in the proceedings 
such as customers, legislators or unions. Intervenors have the right to 
participate in the formal hearings, request information, present testimony, 
and appeal to the courts if they are dissatisfied with the decisions. Since 
the filing in December, the Company has been responding to requests for 
information. Public hearings have been scheduled for May 2 1  and 22,  2 0 0 2 .  

Iowa 
The public utility agency's general counsel agreed with the company's position 
that that agency's approval of the merger is not needed. No further action is 
required. 

e 

Kentucky 
Since the application was filed on January 3 1 ,  2002,  the company has received 
several requests for more information and is responding. The Attorney General 
of the Commonwealth has intervened. 

Maryland 
The application was filed on December 2 0 .  It is scheduled to be considered as 

@part of the agency's February 1 3 ,  2002 agenda. 

ais sour i 
It appeared to us that the state of Missouri did not require a filing. On 
December 18, 2001 the public utility commission responded to a petition filed 
by the state's consumer advocate's office requesting that the agency review 

@the proposed acquisition. The agency agreed with the company's position that 
approval of the merger was not needed. No further action is required. 

R@w Jersey 
The filing was made on December 21, 2001. Since then, a proposed schedule has 
been circulated to the parties, which sets April 15 ,  2 0 0 2  as the date a Merger 
Study is to be filed. This study will look at the options to consolidate the 

hearings are scheduled €or May 2 8 ,  2 0 0 2 .  The state's office of ratepayer 
advocate has intervened. 

*New Jersey-American operations and those of E 'Town Corporation. Public 

New Mexico , The petition was filed on December 20,  2 0 0 1 .  Since then a hearing examiner has 
w e e n  appointed and will convene a meeting to set a schedule for the remainder 
sf the proceedings. 

1 Continued . . . 

1 New York 
The application was filed on December 20, 2 0 0 1  and published in the New York 
State Register. A n  initial meeting was held with the members of the public 
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'utility agency's staff to discuss future proceedings. 

Page 4 of 5 

Ohio 
'$%e filing was made on December 1 3 ,  2001 and on January 24, 2002 the public 
utility commission issued an order agreeing that approval of the merger is not 
required. No further action is required. 

Pennsylvania 
The application for the transaction was filed on December 14. Petitions to 
intervene have been received by the state's Office of Consumer's Advocate and 
Local 537 of the Utility Workers Union of America. The company is drafting 
responses to those petitions. 

' 

I 'Tennessee 
On December 12, 2001, the company filed a petition asking the Tennessee 

ulatory Authority to approve the acquisition of Tennessee-American and 
rican Water Works. At its January 8,  2002 meeting, the regulatory authority 

approved the company's petition stating it was "authorizing Thames Holdings, 
and any other entity owned or controlled, directly or indirectly, by 

eTharnes Holdings and managed by Tharnes Water to acquire control of 
Tennessee-American and AWW." The actual order will be issued later. 

Texas 
The company filed a letter with the state public utility agency on December 
12, 2001 asking the regulator to agree that no action was required on the 

'transaction. In a letter dated January 22, 2002, the public utility agency 
concluded that the transaction is not subject to the requirements of the Texas 
Water Code. No further action is required. 

Virginia 
The company's filing in Virginia was made on December 19, 2001. The public 
utility agency has issued an order extending the time for review to March 19, 

' 2 0 0 2 .  A report from the agency's staff is to be filed on February 14, 2002. 

Continued . . . 

Hest Virginia ' 
On December 20, 2001, the company filed a petition with the state public 
utility agency. In January the company received a memorandum from the agency's 
staff, and responses to issues raised in the memorandum are being prepared. 

Fhe other states 

requested to act on the transaction since approval is not required. In 
addition, the company has not requested regulatory approval in Connecticut, 

is pending. 

*State public utility agencies in Georgia, Indiana and Michigan were not 

ssachusetts and New Hampshire since the sale of these operations to Aquarion 

* * * 

Forward looking statements in this report, including, without limitation, 
skatements relating to the Company's plans, strategies, objectives, 
paectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U . S .  Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 

8axcertainties and other factors that may cause the actual results, performance 
3c achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
Looking statements. These factors include, among others, the following: the 
mccess of pending applications for rate increases, inability to obtain, or to 
xeet conditions imposed for, regulatory approval of pending acquisitions, 
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weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 

conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

e 

@strategy or plans; quality of management; general economic and business 

e 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

Form 8-K 

CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): January 17, 2002 

AMERICAN WATER WORKS COMPANY, INC. 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - _ - - -  
(Exact name of registrant specified in its charter) 

Delaware 0001-03437 

@{State or other Jurisdiction (Commission 
of Incorporation) File Number) 

51-0063696 
_ - _ _ _ _ - _ _ _ - - _ _ _ _ _ _  
(I.R.S. Employer 
Identification No.) 

1025 Laurel Oak Road, P.O. Box 1770 Voorhees, NJ 08043 
- - - - -_ - - - -_ - -___________________________- -_- - - -_ - -  _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _  

(Address of principal executive offices) (Zip Code) 

a Registrant's telephone number: ( 8 5 6 )  346-8200 

ITEM 5. OTHER EVENTS. 

On January 17, 2002, American Water Works Company, Inc. ("American 
dater Worksll) issued a press release announcing that at a special meeting of 
its stockholders held today, its stockholders voted overwhelmingly to approve 
.merican Water Works' September 16, 2001 agreement and plan of merger pursuant 
EO which American Water Works will merge with a subsidiary of RWE AG. The press 
release is attached hereto as Exhibit 99.1 and incorporated by reference herein. 

e 

a 
ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL STATEMENTS AND EXHIBITS. 

(a) Not Applicable. 

(b) Not Applicable. 

I @  
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The exhibit listed below and in the accompanying Exhibit Index is 
filed as part of this Current Report on Form 8 - K .  

EXHIBIT NO. DESCRIPTION ' 
99.1 Press Release, dated as of January 17, 2002,  of American 

Water Works Company, Inc. 

' SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1 9 3 4 ,  
the Registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. ' 
By: / s /  W. Timothy Pohl 

_ _ - _ - _ _ _ _ _ _ _ _ _ - - - - - - - _ - - - - - - - - - -  
Name: W. Timothy Pohl 
Title: General Counsel and Secretary ' 

Date: January 1 7 ,  2002 

EXHIBIT INDEX 

'Exhibit No. Description 

99.1 Press Release, dated as of January 1 7 ,  2002,  of American 
Water Works Company, Inc. 

e 
Exhibit 9 9 . 1  

FOR IMMEDIATE RELEASE ' 
James E. Harrison 
Vice President, Investor Relations 
8 5 6 - 3 4 6 - 8 2 0 7  

Nancy A. Macenko 
Vice President, External Affairs 
8 5 6 - 5 6 6 - 4 0 2 6  

Page 2 of 3 

AMERICAN WATER WORKS STOCKHOLDERS GIVE 
RESOUNDING APPROVAL TO RWE AG MERGER AGREEMENT 

VOORHEES, N. J., January 1 7 ,  2002 - At a special meeting today, owners 0 
of common stock of American Water Works Company, Inc. (NYSE:AWK) representing 
80% of the total number of outstanding shares, cast their ballots in favor of 
adopting the September 16,  2 0 0 1  merger agreement under which American Water 
Works will merge with a subsidiary of RWE AG and holders of American Water 

'http://www .edgar-online .com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 1 9%2D00008937 50%2D02%2DC.. . 3/ 1 4/02 
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ebrks' common stock will receive $46 per share. 

"We are pleased that our stockholders recognized the value created by 
&is transaction that was so compelling to the members of the Board,'' stated 
iZarilyn Ware, Chairman of the American Water Works Board of Directors. 

Before the transaction that was approved by stockholders today can be 
xmpleted, state and federal regulatory approvals are required. Petitions 
iceking these approvals are underway. As a result of the time required to 
mmplete the approval process by the various regulatory agencies, the company 
bes not anticipate completion of the merger until the first half of 2003. 

e 

American Water Works Company is the largest publicly traded U.S. 
~ emrporation devoted exclusively to the business of water. Its 6,600 associates 
1 xovide water, wastewater and other related services to nearly 16 million 

3eOple in 29 states and three Canadian provinces. More information can be found 
13~p the Web at www.amwater.com. 

e 

e 

e 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are 
made pursuant to the safe harbor provisions of the U.S. Private 
Securities Litigation Reform Act of 1995. These forward looking 
statements involve known and unknown risks, uncertainties and other 
factors that may cause the actual results, performance or achievements 
of the Company to be materially different from any future results, 
performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: 
the success of pending applications for rate increases, inability to 
obtain, or to meet conditions imposed for, regulatory approval of 
pending acquisitions, weather conditions that tend to extremes of 
temperature or duration; availability, terms and development of 
capital; business abilities and judgment of personnel; changes in, or 
the failure to comply with governmental regulations, particularly those 
affecting the environment and water quality; competition; success of 
operating initiatives, advertising and promotional efforts; existence 
of adverse publicity or litigation; changes in business strategy or 
plans; quality of management; general economic and business conditions; 
and other factors described in filings of the Company with the SEC. The 
Company undertakes no obligation to publicly update or revise any 
forward looking statement, whether as a result of new information, 
future events or otherwise. 

e 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

SCHEDULE 14A 

e Proxy Statement Pursuant to Section 14(A) of the Securities 
Exchange Act of 1934 (Amendment No. ) 

Piled by the Registrant [XI 
Filed by a Party other than the Registrant [ I 
3eck the appropriate box: 

[ I Preliminary Proxy Statement 
Vi 1 Confidential. For Use of the Commission Only 

h 1 Definitive Proxy Statement 
1x1 Definitive Additional Materials 

e 

(as permitted by Rule 14a-6(e) (2)) 

1 Soliciting Material Pursuant to Rule 14a-12 
e 

AMERICAN WATER WORKS COMPANY, INC. 

(Name of Registrant as Specified in Its Charter) 

(Name of Person(s) Filing Proxy Statement, if other than the Registrant) 

?ayment of Filing Fee (Check the appropriate box): 

%XI No fee required. 
3 Fee computed on table below per Exchange Act Rules 14a-G(i)(4) and 0-11 

1) Title of each class of securities to which transaction applies: e 

2) Aggregate number of securities to which transaction applies: 

e 3 )  Per unit price or other underlying value of transaction computed 
pursuant to Exchange Act Rule 0-11 (set forth the amount on which 
the filing fee is calculated and state how it was determined): 

4) Proposed maximum aggregate value of transaction: 

e 
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e 

5) Total fee paid: 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange Act 
Rule O-ll(a) (2) and identify the filing for which the offsetting fee was 
paid previously. Identify the previous filing by registration statement 
number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: 

3 )  Filing Party: 

4 )  Date Filed: 

:Logo1 RWE Acquisition Update #13 

Tnuary 7 ,  2002 

%is is an update on the RWE/Thames transaction for American Water Associates. 
“requent updates will be distributed in the coming weeks via email. They are 
hen archived, along with other important materials, in the “RWE Acquisition 

@:-pdate” database on Lotus Notes. 

’requently Asked Questions 

I the transition planning moves forward, has RWE or Thames made any decisions 
o change the American Water organization? 

‘ (0  matter if this transaction were taking place or not, there will always be 
hanges in the works. Like all companies, American Water will continue to make 
mdifications to the organization so we can evolve, adapt and take advantage 
f economies of scale and best business practices. This is the only way we can 
ontinue to achieve the highest quality, cost-effective service to customers. 
hen the transaction is complete, the American Water team will be responsible 

eans that additional organization changes are inevitable to put us in the 
est position to support our customers and grow the business. 

.or a much larger group of customers in North, Central and South America. That 

OW might future changes impact American Water Works subsidiaries? 

RI New Jersey, and only in New Jersey, Thames and American Water currently 
are separate regulated operating companies - -  New Jersey-American Water and 
lizabethtown Water. Over the next few months, the transition team will be 
tudying the two organizations. If the team concludes that combining them 
akes sense and the decision is made to take that step, it is likely that some 
oss of jobs in those utilities would result. At the same time, there will be 

ob losses. 

e 

e n  analysis of opportunities in other areas of our organization to minimize 

iontinued . . . 
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1 Iqcquisition Update - 2 -  

;ihese changes will not happen until the transaction has received all 
.regulatory approvals and a closing has taken place. Apart from this unique 
situation, there are no plans for any other workforce reductions and all 
collective bargaining contracts will be honored. In fact, since a primary 
3bjective of the transaction is to grow the RWE water business in the 
.&ericas, it is likely that, in the aggregate, more Associates will be needed, 
not fewer. 

ae've heard the proposed transaction will offer Associates more career 
qportunities. What do those opportunities look like? 

i o  

The association with Thames offers the potential for international assignments 
and new challenges that would not have been possible otherwise. This will come 

.*out, in large part, through Thames Water's global resourcing program that is 
designed to overlay worldwide staffing requirements against one- and 
three-year business plans - -  offering new possibilities where skill sets and 
job requirements match. 

American Water Associates will also have access to a broader spectrum of 
training and development opportunities as a result of the merger. Like 

*%nerican Water, Thames has a long history of equipping its employees with the 
skills and tools to deliver high performance. RWE and Thames invest 
substantially in training and development in all levels of management. Thames 
spends approximately $6 million a year on training alone. 

e r n  addition to these new career opportunities, does the transaction offer 
Sssociates any other benefits? 

Ahere is a very tangible benefit. As American Water Works shareholders, 
qssociates will benefit from the acquisition share price of $46. . 
'Zontinued . . . 

0 

Xcquisition Update - 3 -  

%re benefits plans and policies changing? 

Orhe acquisition agreement ensures that benefits plans for non-bargaining unit 
Usociates will be maintained as they currently are for 12 months following 
the close of the transaction. For six months after that point, benefits 
zhanges may be made but, on the whole, those changes will not cause benefits 
to be any less favorable than before the transaction closed. Benefits for 
3ssociates represented by collective bargaining agreements will be dictated by 

collective bargaining process. 
.khe agreements currently in place, and may only be changed through the 

But a few changes are being made. As you know, Associates can no longer invest 
1 ESOP dividends in the dividend reinvestment and stock purchase plan. This plan 

1 &as suspended effective September 17, the first business day after the 
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acquisition agreement was reached. You can still contribute to your ESOP 
account and the Company will continue to match your contributions until the 
bransaction is complete. Once the deal is closed, American Water stock will no 
longer be traded and the ESOP program, as it is known today, will end. 

Page 4 of 5 
e 

mother change will take place in the 401(k) plan. Until the transaction 

+&e plan's investment options. Dividends will continue to be reinvested within 
klxe plan, although the stock purchased with those dividends will not be 
purchased at a discount. But once the deal is closed, Associates will not have 
aerican Water Works stock as an investment option because the company will no 
longer issue common stock. Your American Water Works shares will be exchanged 

ehr  $46 per share and you will be able to move the value of your stock account 
;into any of the other funds in the 401(k) Plan. 

@closes, American Water Works Company, Inc. stock will continue to be one of 

;ba the transaction considered closed after the shareholder vote is taken on 
January 17? 

@a. The transaction will be closed when regulatory approvals have been 
received. We remain confident that this will take place within the next 12 to 
PIB months. 

'antinued . - . 
0 

Acquisition Update - 4 -  

mifiat is the Thames philosophy on management at the state or regional level? 

$%Lames is an equal opportunity employer, fully complying with all applicable 
l a w s  regarding equal employment opportunity. Beyond that, Thames has a solid 
"rack record in relying on experienced country nationals to run the businesses 
Ln their countries. For example, in the U.S. at the five major Thames 

Werto Rico Superacquaduct), all of the corporate presidents are U.S. 
ationals. In Chile, the operations are run by a Chilean national and in 
Thailand, a native Thai oversees the plants. 

02perations (Eltown Corp., Leopold, Ashbrook, Thames Water North America and 

&at will happen to the pension payments that retirees receive once the 
@&mpany has been acquired by RWE? 

&!etirees who currently receive payments under the "Pension Plan of American 
dater Works Company, Inc. and Its Designated Subsidiaries," will continue to 
mceive pension payments. These benefits cannot be forfeited, reduced or 
sliminated. In other words, nothing changes. 

1 

0 

d know someone who no longer works for the American Water System but is 
atitled to receive a pension from the Company pension plan at some later 
&te. Will he still receive his pension once the transaction is complete? 

For those people vested under the American Water Works pension plan or a 
@pension plan under its designated subsidiaries, their right to receive the 
accrued benefit in the future cannot be forfeited. This means they will 
continue to receive this benefit. 

#ill retiree medical benefits be affected by the acquisition? 

@~~~:Nwww.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D0000893750%2D02%2DC. .. 311 4/02 
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Yo. In recognition of the contributions by those who built American Water 
Narks into the industry leader it is today, the agreement will provide current 
retirees with medical and life insurance benefits at the same level that 
sxists at the close of the transaction. 

0 
Page 5 of 5 

* * *  0 
Forward looking statements in this report, including, without 

limitation, statements relating to the Company's plans, strategies, 
abjectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1995. These forward looking statements involve known 

*and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
to obtain, or to meet conditions imposed for, regulatory approval of pending 

duration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 
governmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 
promotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 

forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

*acquisitions, weather conditions that tend to extremes of temperature or 

.business conditions; the ability to satisfy the conditions to closing set 

0 

-- 
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I. UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

I SCHEDULE 14A 

0 Proxy Statement Pursuant to Section 14(A) of the Securities 
Exchange Act of 1934 (Amendment No. ) 

?i.iled by the Registrant [XI  
riled by a Party other than the Registrant [ 1 
%eck the appropriate box: 

1 Preliminary Proxy Statement 
f Confidential. For Use of the Commission Only 

(as permitted by Rule 14a-6(e) (2)) 
] Definitive Proxy Statement 

[ X I  Definitive Additional Materials 
I ]  Soliciting Material Pursuant to Rule 14a-12 

0 
AMERICAN WATER WORKS COMPANY, INC. 

(Name of Registrant as Specified in Its Charter) 
- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I ]  Fee computed on table below per Exchange Act Rules 14a-6(i) (4) and 0-11. 

1) Title of each class of securities to which transaction applies: 
. 

2 )  Aggregate number of securities to which transaction applies: 

3) Per unit price or other underlying value of transaction 
computed pursuant to Exchange Act Rule 0-11 (set forth the 
amount on which the filing fee is calculated and state how 
it was determined) : 

0 4) Proposed maximum aggregate value of transaction: 
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[ I  
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5) Total fee paid: 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a) (2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
statement number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: 
~~ 

3) Filing Party: 

4 )  Date Filed: 

[Logo1 RWE Acquisition Update #12 a 

3ecember 28, 2001 

This is an update on the RWE/Thames transaction for American Water Associates. 
Frequent updates will be distributed in the coming weeks via email. They are 

@_hen archived, along with other important materials, in the "RWE Acquisition 
Jpdate" database on Lotus Notes. 

I)one! Regulatory Filing Work Complete 

3s December draws to a close, a significant milestone in the RWE/Thames 

#here regulatory approval is required before the transaction can close. Those 
states are: 

atransaction has been reached. Petitions were filed in the 9 of the 10 states 

a 

California New Jersey Pennsylvania 
1 llinoi s New Mexico Virginia 
Maryland New York West Virginia 

Xegulatory approval is also required in Kentucky, but at the request of the 
state commission staff, we have delayed that filing until later this month. 

In another six states the Company has formally notified the various 
zommissions of the transaction. Those states are: 

Arizona Iowa Tennessee 
Hawaii Ohio Texas 

a 

In another four states, neither regulatory approval nor formal notification is 
' required. They are: Georgia, Indiana, Michigan and Missouri. 

@Finally, since the Company is in the process of divesting its operations in 
New England, we are not pursuing any regulatory review in Connecticut, 
Massachusetts and New Hampshire. 

* * * 
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Forward looking statements in this report, including, without 

limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1995. These forward looking statements involve known 
and unknown risks, uncertainties and other factors that may cause the actual 

from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
to obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
Cluration; availability, terms and development of capital; business abilities 

governmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 
promotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 

the Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

@results, performance or achievements of the Company to be materially different 

@and judgment of personnel; changes in, or the failure to comply with 

@forth in the definitive agreement; and other factors described in filings of 

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
mse of this information. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit, distribute, disseminate. sell, publish, broadcast or circulate the Information to anyone, \vithout the 
eapress written consent of EDGAR Online, Inc. 

Q Copyright 1995-2OOI EDGAR Online, lnc. A l l  rights reserved. 
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Washington, D.C. 20549 

SCHEDULE 14A 
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Exchange Act of 1934 (Amendment No. ) 0 

Piled by the Registrant [XI 
Piled by a Party other than the Registrant [ I 
Check the appropriate box: 

OC I Preliminary Proxy Statement 
C l  Confidential. For Use of the Commission Only 

1 3  Definitive Proxy Statement 
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4 )  Proposed maximum aggregate value of transaction: 
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0 5 )  Total fee paid: 

f I  e 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a)(2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
statement number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: 

e 
2 )  Form, Schedule or Registration Statement No.: 

e 
3) Filing Party: 

4 )  Date Filed: 

RWE Acquisition Update #11 

December 11, 2001 

This is an update on the RWE/Thames acquisition for Associates of American 
Water. Frequent updates will be distributed in the coming weeks via email. 
'They are then archived, along with other important materials, in the "RWE 

eAcquisition Update" database on Lotus Notes. 

RWE Expands its Position in Chilean Water Market 
Thames Water - RWE Group Acquires Majority in ESSEL 

e Thames Water, the management company of RWE's core water business, has 
acquired a majority interest in the Chilean water supplier ESSEL, in Rancagua. 

jointly held 51% in ESSEL. After the transfer of EDP's shareholding of 25.5% 
to Thames Water, Corfo, a Chilean state-owned company, will continue to hold 
the remaining 49%. 

ESSEL, or Empresa de Servicios Sanitarios del Libertador SA, supplies more 
khan 500,000 people of Chile's sixth region with water and wastewater 
services. In fiscal 2000, the company generated net sales of approximately 
W $ 2 4  million. With this move, Thames Water further expands its position in 
khe Chilean water market. Together with its majority interest in ESSBIO in 

market share of 20% in Chile. 

til now, Thames Water and Electricidade de Portugal SA, Lisbon (EDP), 

e 

glloncepcion, and the franchise acquisition of ESSAM, the company now has a 

* * *  

Forward looking statements in this report, including, without 
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elimitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1995. These forward looking statements involve known 
and  unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 

@from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
E5 obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
duration; availability, terms and development of capital; business abilities 
mid judgment of personnel; changes in, or the failure to comply with 

epvernmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 
pmmotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 

ekke Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

e 

Page 3 of 3 

-ARB is a federally registered trademark of the U.S. Securities and Exchange Comniission (SEC). EDGAR Online is not affiliated with or 
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Preliminary Proxy Statement 
Confidential. For Use of the Commission Only 
(as permitted by Rule 14a-6(e) (2)) 

e [  1 
[ I  
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e 
3) Per unit price or other underlying value of transaction 

computed pursuant to Exchange Act Rule 0-11 (set forth the 
amount on which the filing fee is calculated and state how 
it was determined) : 
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4) Proposed maximum aggregate value of transaction: 

5)  Total fee paid: 

e 

I 1  Fee paid previously with preliminary materials. 

f Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a)(2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
statement number, or the Form or Schedule and the date of its filing. 

e 

1) Amount previously paid: 

2 )  Form, Schedule or Registration Statement No.: 

3) Filing Party: 

e 
4 )  Date Filed: 

e 

Wag0 I RWE Acquisition Update #10 

December 6 ,  2001 

This is an update on the RWE/Thames acquisition for American Water Associates. 
Frequent updates will be distributed in the coming weeks via email. They are ' then archived, along with other important materials, in the "RWE Acquisition ' Qpdate" database on Lotus Notes. 

e 

Paying a Visit 
to Our Friends 

at RWE and 
Thames 

e 

Page 2 of 5 

e 
Jim Barr and Ellen 

Wolf recently 
completed a three- 

day whirlwind visit of 
some RWE facilities 

in Germany and 
Thames Water 

operations in the 
United Kingdom. 

0 

They're pictured here [Photo of Jim Barr, Ellen Wolf, 
in front of a water Dr. Deitmar Kuhnt and Bill Alexander] 

~~~://www.ed,oar-online.com/auth/edgardoc~ocMain.pl?doc=A~02D3 1 881 9%2D0000893750%2D01~02D5 ... 3/14/02 



EDGAR ONLINE SEC Filing 
cascade in the lobby 

of the Thames 
headquarters with 
RWE president and 
CEO Dr. Deitmar 

Kuhnt (far 1.) and 
Thames Water CEO 

Bill Alexander (far r.) a 

Ellenls thoughts on 
the visit appear on 
the following page. 

IIUpdate" page 2 

You and Jim were in Germany and the United Kingdom to learn more about the 

Lmpressions that you came away with? 
.operations and people of RWE and Thames Water. What are the overriding 

There are several standouts. The first had to do with RWE's commitment to the 
business of water. We've never doubted the conviction behind the RWE strategy 
to expand the core business of water and to use it as a platform for 
international growth, and we're enthusiastic about being part of that. Even 

of that conviction. It was evident in every presentation and discussion we 
had. It was evident even in the company's message to the community in the 
nearby town of Oberhausen. RWE is a prime sponsor of a dramatic and most 
impressive exhibition in the town called "Blue Go1d.I' This remarkable 
interactive exhibition tells the story of water - from its abundance, to its 

true value of reliable, affordable water and how we very often take that for 
granted. 

@so, as we visited with our colleagues in Essen, I was struck by the strength 

*shortage and preciousness. It offers fascinating suggestions for examining the 

Then at Thames Water, we saw how state-of-the-art technology can be used to 
improve operations and customer service - -  in very real and practical ways. 
For example, at the Thames Operations Center, the company can monitor its 

@distribution network anywhere in the world. And by keeping track of weather 
patterns, they are able to understand and even predict the potential changes 
in water quality in the pipe networks between treatment and customers' taps. 
Et's an exciting new way of looking at water and wastewater management that we 
can learn from. 

@ur Thames colleagues also do an excellent job of partnering with the 
community. For example, we visited an area in Reading on the outskirts of 
London, where Thames has been working with the city council to clean up a 
polluted part of town and to build a new wastewater treatment facility at the 
site. The new facility will replace an aging operation some miles away, and 
new homes will be built on that decommissioned land. It's a smart use of 
resources because the sale of the land will offset the cost of building the 

@new water treatment facility. 

m a t  did you learn about the people of RWE and Thames? 

Page 3 of 5 

We learned that our original perception was correct . . .  they are just like us. 
W e  may have cultural differences, but we all care about the same thing - 

eater, and the reliable delivery of that water. Like us, they constantly look 
for ways to serve customers better. They value the contributions that everyone 
on the team makes, and they respect the work that was done by those who helped 
build the company into an industry leader. We're more alike than different. 

Any other observations? 
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Yes. I can confirm that drivers do, indeed, travel very fast on the Autobahn. 
Often well in excess of 9 0  mph. That was a little unnerving - -  even for 
someone who's used to the Jersey Turnpike. 1 

* * *  

American Water Works Company, Inc. (the "Company") , RWE 
Aktiengesellschaft, a company organized under the laws of the Federal Republic 
of Germany ("Guarantor"), Thames Water Aqua Holdings GmbH, a company organized 
under the laws of the Federal Republic of Germany End a wholly owned 
subsidiary of Guarantor ('lParentl'), and Apollo Acquisition Company, a Delaware 

@corporation and a wholly owned subsidiary of Parent (l'Subll) have entered into 
an Agreement and Plan of Merger, dated as of September 16,  2 0 0 1 ,  pursuant to 
which Sub will be merged with and into the Company with the Company surviving 
the merger (the "Merger"). In connection with the Merger, the Company has 
filed a proxy statement with the Securities and Exchange Commission (the 
eSEC1l)  which is first being mailed to security holders of record on or about 
December 7, 2001. SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY 

CONTAIN IMPORTANT INFORMATION REGARDING THE MERGER. Investors and security 
holders may obtain a free copy of the proxy statement and other documents 
filed by the Company with the SEC in connection with the Merger at the SECIs 
website at http://www.sec.gov or at the SEC's public reference room at 4 5 0  
Fifth Street, N.W., Washington, DC 2 0 5 4 9 .  Security holders of the Company may 

with the SEC by the Company in connection with the Merger by contacting Nancy 
A. Macenko, Vice President External Affairs, at ( 8 5 6 )  5 6 6 - 4 0 2 6 .  

'STATEMENT AND m y  OTHER RELEVANT DOCUMENTS FILED WITH THE SEC BECAUSE THEY 

@also obtain for free a copy of the proxy statement and other documents filed 

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 

directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 

a n d  James E. Harrison. Collectively, as of March 5 ,  2001,  the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 2 1 . 9 %  of the outstanding shares of the Company's common stock 
and under 5 %  of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 

.proxies from the Company's stockholders in favor of the Merger. These 

.statement. 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1 9 9 5 .  These forward looking statements involve known 

k n d  unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
to obtain, or to meet conditions imposed for, regulatory approval of pending 

Auration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 
governmental regulations, particularly those affecting the environment and 
Mater quality; competition; success of operating initiatives, advertising and 
promotional efforts; existence of adverse publicity or litigation; changes in 

ecquisitions, weather conditions that tend to extremes of temperature or 

~ttp://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D0000893750%2DO 1 %2D5.. . 3/14/02 
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.business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

0 

EDGAR'B is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 

only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

Form 8 - K  

CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): November 7, 2001 

Delaware 0001-03437 51-0063696 
-I--------_-------------------- - - - - - - - _ - - - -  - - - - - - - - - _ - - _ _ - - - -  

elstate or other Jurisdiction of (Commission (I.R.S. Employer 
Incorporation) File Number) Identification No.) 

1025 Laurel Oak Road, P.O. Box 1770 Voorhees, NJ 08043 

[Address of principal executive offices) (Zip Code) 
_- -_ -_ - -_______-________________________- - - - - - - - - -  - - - - - - - - - - - - _ - - - - -  

e Registrant's telephone number: (856) 346-8200 

e 
ITEM 5. OTHER EVENTS 

On November 7, 2001, the Registrant issued a press release announcing 
e a t  it has completed the acquisition of Azurix North America and Azurix 
Endustrial Corp. The press release is attached hereto as Exhibit 99.1 and 

e.iacorporated by reference herein. 

~ 

I T X M  7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL STATEMENTS AND EXHIBITS. 

(a) Not Applicable. 
e 
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(b) Not Applicable. 

I 
I (C) Exhibits. 

The exhibit listed below and in the accompanying Exhibit Index is 
ifiled as part of this Current Report on Form 8-K. 

BXE€IBIT NO. TITLE 
1 _ _ - - - - -  - - - -  - - _ - -  

0 

I 99-3 
0 

Press Release, dated as of November 7, 2001, of American 
Water Works. 

SIGNATURE 

0 Pursuant to the requirements of the Securities Exchange Act of 1934, 
the Registrant has duly caused this report to be signed on its behalf by the 
udersigned hereunto duly authorized. 

AMERICAN WATER FlORKS COMPANY, INC. 

By: / s /  W. Timothy Pohl 0 

&:ate: November 8, 2001 

39. I 

EXHIBIT INDEX 

Press Release, dated as of November 7, 2001, of 
American Water Works. 

Exhibit 99.1 

IMMEDIATE RELEASE 

bherry Lytle 
V k e  President Corporate Communications 
856-3 4 6 - 8 3 0 9 

Page 2 of 4 

J h  Harrison 
V i c e  President Investor Relations 
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e 
Page 3 of 4 

AMERICAN WATER WORKS COMPANY COMPLETES ACQUISITION 
OF AZURIX NORTH AMERICA 

Combined Company To Provide Full Range of Water Resource 
Management Services Throughout U.S. and Canada 

e 

VOORHEES, NJ - November 7,  2 0 0 1  - -  American Water Works Company, Inc. 
(NYSE:AWK) announced today that it has successfully completed the acquisition 

Azurix North America and Azurix Industrial Corp. at a purchase price of 
$141.5 million plus the assumption of $6.1 million in debt. This acquisition 
strengthens American Water’s position as a premier provider of water resource 

1 management services in the U.S. and Canada. 

“Completion of this acquisition is a significant milestone in American Water’s 
history as it propels the company beyond its historical focus as a regulated 

&ater utility service provider,” said J. James Barr, President and CEO of 
rican Water. ‘#The additional talent and diversity of services acquired 

through this transaction are key elements in American Water’s growth 
strategy. I’ 

m r i x  North America was a wholly-owned subsidiary of Azurix C o r p .  and 
erovides a broad range of water and wastewater services, including operations 

and maintenance, engineering, carbon regeneration, underground infrastructure 
rehabilitation and residuals management. The company has completed projects in 
P I  U.S. states and Canadian provinces, employs approximately 1,050 people and 
reported revenues in 2000 of $157 million. 

e 
XWK - Page 2 

kzurix Industrials Corp., also a former subsidiary of Azurix Corp., provides 
Mater and wastewater related technical, operation and maintenance services to 

.industrial markets. The company reported revenues of $ 3 . 5  million for 2000. 

after accounting for initial transition costs, the acquisition is expected to 
363 accretive to American Water’s earnings per share and cash flow in its first 
f u l l  year. 

-out American Water 

qith annual revenues of $1.5 billion, American Water Works Company is the 
antion’s largest publicly traded enterprise devoted exclusively to the water 
mkd wastewater business. Its 6 ,300  associates provide ongoing water resource 
aanagement services to businesses and communities in 2 7  U.S. states and 3 

.mw - amwater. com . 

~ 

eXnadian provinces. More information can be found on the Web at 
1 

?orward looking statements in this report, including, without limitation, 
statements relating to the Company’s plans, strategies, objectives, 
Zcpectations, intentions and adequacy of resources, are made pursuant to the 
3afe harbor provisions of the U.S. Private Securities Litigation Reform Act of 

ancertainties and other factors that may cause the actual results, performance 
~r achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
3iLIccess of pending applications for rate increases, inability to obtain, or to 

a995. These forward looking statements involve known and unknown risks, 
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'meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 

Page 4 of 4 

2 
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I T E M  5. OTHER EVENTS 

a On November 6, 2001, the Registrant issued a press re1 e announci 
&at it has entered into a note purchase agreement- with RWE Aktiengesell - 

iaf t 
f o r  $1.2 billion in senior unsecured notes. The press release is attached 
mzeto as exhibit 99.1 and incorporated by reference herein. 
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.ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL STATEMENTS AND EXHIBITS. 

(a) Not Applicable. 

I (b) Not Applicable. 

(c) Exhibits. 
0 

The exhibit listed below and in the accompanying Exhibit Index is filed 
3s part of this Current Report on Form 8-K. 

BXIBIT NO. TITLE 

Press Release, dated as of November 6 ,  2001, of American 
Water Works. 

e 
SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, 
:“ne Registrant has duly caused this report to be signed on its behalf by the 
mdersigned hereunto duly authorized. 

0 

AMERICAN WATER WORKS COMPANY, INC. 

By: / s /  W. Timothy Pohl 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Name: W. Timothy Pohl 
Title: General Counsel and Secretary 

late: November 7, 2001 
e 

EXHIBIT INDEX 

okhibit No. Description 

39.1 Press Release, dated as of November 6 ,  2001, of American 
Water Works. 

Exhibit 99.1 

IMMEDIATE RELEASE e 
James E. Harrison 
Vice President, Investor Relations 
856-346-8207 

Page 2 of 3 
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Nancy A. Macenko 
Vice President, External Affairs la  
8 5 6 - 5 6 6 - 4 0 2 6  

AMERICAN WATER WORKS COMPANY, INC. 
ARRANGES $1.2 BILLION FINANCING 

' a  
VOORHEES, N. J., November 6 ,  2 0 0 1  - American Water Works Company, 

Inc.  (NYSE:AWK) announced it has executed a Note Purchase Agreement for $1.2 
billion in senior unsecured notes at an interest rete of 4 . 9 2 % .  The notes will 
be purchased at par by RWE/AG and have a five-year maturity. Closing will 

.occur by the issuance of two or more tranches over the next 90 days. American 
ter Works and its affiliates will use proceeds from the sale of the notes to 

fund the acquisition of the water and wastewater assets of Citizens 
Communication Company, to acquire the common stock of Azurix - North America 
and to reduce outstanding short-term debt. On September 17, 2001 both 
companies announced they had reached agreement for RWE/AG1s purchase of all 
the outstanding common stock of American Water Works, upon receipt of 

ashareholder and regulatory approvals. 

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 

*safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 

weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
zompetition; success of operating initiatives, advertising and promotional 

@efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
mnditions; and other factors described in filings of the Company with the 
SEC. The Company undertakes no obligation to publicly update or revise any 
forward looking statement, whether as a result of new information, future 
%vents or otherwise. 

@meet conditions imposed for, regulatory approval of pending acquisitions, 

a 

Page 3 of 3 

EDGARB is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
UM of this infomation. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 

YOU may not reproduce. retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
xpress written consent of EDGAR Online, Inc. 

Copyright 199s-2001 EDGAR Online, Inc. All righis reserved. 
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Form 8-K 

CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): September 16, 2001 

AMERICAN WATER WORKS COMPANY, INC. 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ - - _ _ _ _ - _ - - - - _ _ _ _ - _ _ _ _ - - _  
(Exact Name of registrant specified in its charter) 

Delaware 0001-03437 51-0063696 
- - - - - - _ - _ _ _ _ _ - _ _ _ _  _ _ - - _ _ _ - _ _  

(State or other Jurisdiction (Commission File Number) (I.R.S. Employer 
of Incorporation) Identification No.) 

1025 Laurel Oak Road, P.O. Box 1770 
Voorhees, NJ 

_ _ _ - _ _ _ _ _ _ - _ _ - _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - -  
(Address of principal executive offices) 

Registrant's telephone number: ( 8 5 6  

08043 

(Zip Code) 
- - - - -  

346-8200 

Item 5. Other Events 

American Water Works Company, Inc., a Delaware corporation ("American 
Water Works"), RWE Aktiengesellschaft, a company organized under the laws of 
the Federal Republic of Germany (I'RWE1l), Thames Water Aqua Holdings GmbH, a 
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company organized under the laws of the Federal Republic of Germany 
( I'Thames") , and Apollo Acquisition Company, a Delaware corporation (llApolloll) , 
entered into an Agreement and Plan of Merger dated as of September 16, 2001, 
whereby Apollo shall be merged with and into American Water Works (the 
"Merger") with American Water Works surviving the Merger. In the Merger, each 
issued and outstanding share of the common stock, par value $1.25 per share, 
of American Water Works will be canceled and converted into the right to 
receive $46.00 in cash. 

In connection with the Merger, the Company has amended the terms of the 
Rights Agreement, dated as of February 18, 1999, as amended as of June 1, 
2000, by and between American Water works and Fleet National Bank (formerly 
known as BankBoston N.A.), as rights agent (the "Rights Agreement"), to 
provide that the execution, delivery and performance of the Merger Agreement 
will not cause any "Rightsif (as defined in the Rights Agreement) to become 
exercisable, cause RWE, Thames, Apollo or any of their affiliates to become an 
IlAcquiring Personv1 (as defined in the Rights Agreement) or give rise to a 
"Distribution Date, It "Shares Acquisition Date" or "Triggering Event" (as 
each such term is defined in the Rights Agreement). 

e 

0 

0 

0 

0 

e 

e 

e 

The Merger Agreement, second amendment to the Rights Agreement, press 
release issued by American Water Works on September 17, 2001, questions and 
answers for financial analysts and questions and answers for stockholders are 
attached as exhibits and are incorporated by reference herein. 

ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL STATEMENTS AND EXHIBITS. 

(a) Not Applicable. 

(b) Not Applicable. 

(c) Exhibits. 

The exhibits listed below and in the accompanying Exhibit Index are filed 
as part of 

EXHIBIT NO 

2.1 

2.2 

99.1 

99.2 

99.3 

this Current Report on Form 8-K. 

TITLE 

Agreement and Plan of Merger, dated as of September 16, 2001, 
by and among American Water Works, RWE, Thames and Apollo. 

Second Amendment, dated as of September 16, 2001, to the Rights 
Agreement, dated as of February 18, 1999, as amended June 1, 
2000, by and between American Water Works Company, Inc. and 
Fleet National Bank (formerly known as BankBoston N.A.) 
(Incorporated by reference to the Company's Amendment No. 2 to 
the Registration Statement on Form 8-A filed on September 17, 
2001). 

Press Release, dated as of September 17, 2001, of American 
Water Works. 

Questions and answers for financial analysts, dated as of 
September 17, 2001. 

Questions and answers for stockholders, dated as of September 
17, 2001. 
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e Pursuant to the requirements of the Securities Exchange Act of 1934, 
the Registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. 

e 

By: / s /  W. Timothy Pohl 
_- - -_ - -___ -_ -______-______________  
Name: W. Timothy Pohl 
Title: General Counsel and Secretary 

Date: September 17, 2001 

e 
EXHIBIT INDEX 

Exhibit No. Description 

e 

e 

e 

l 

I 
' 0  

e 

2.1 Agreement and Plan of Merger, dated as of September 16, 2001, 
by and among American Water Works, RWE, Thames and Apollo. 

2.2 Second Amendment, dated as of September 16, 2001, to the Rights 
Agreement, dated as of February 1 8 ,  1999, as amended June 1, 
2000, by and between American Water Works Company, Inc. and 
Fleet National Bank (formerly known as BankBoston N.A.) 
(Incorporated by reference to the Company's Amendment No. 2 to 
the Registration Statement on Form 8-A filed on September 17, 
2001). 

99.1 Press Release, dated as of September 17, 2001, of American 
Water Works. 

99.2 Questions and answers for financial analysts, dated as of 
September 17, 2001. 

99.3 Questions and answers for stockholders, dated as of September 
17, 2001. 

Exhibit 2.1 

EXECUTION COPY 
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AGREEMENT AND PLAN OF MERGER 

Among 

RWE AKTIENGESELLSCHAFT, 

THAMES WATER AQUA HOLDINGS GMBH, 

APOLLO ACQUISITION COMPANY 

and 
e 

AMERICAN WATER WORKS COMPANY, INC. 

Dated as of September 16, 2001 

e 
TABLE OF CONTENTS 

e 

e 
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EXHIBIT A Certificate of Incorporation 

iii 

AGREEMENT AND PLAN OF MERGER dated as of September 16, 2001, by and 
among RWE AKTIENGESELLSCHAFT, a company organized under the laws of the 
Federal Republic of Germany ("Guarantort1), THAMES WATER AQUA HOLDINGS GMBH, a 
company organized under the laws of the Federal Republic of Germany and a 
wholly owned subsidiary of Guarantor (llParentiT), APOLLO ACQUISITION COMPANY, a 
Delaware corporation and a wholly owned subsidiary of Parent (IISub"), and 
AMERICAN WATER WORKS COMPANY, INC., a Delaware corporation (the "Companyt1). 

WHEREAS the Board of Directors of each of the Company and Sub has 
approved and declared advisable, the Supervisory Board of Guarantor has 
approved and deemed advisable, and the Managing Directors of Parent have 
approved and declared advisable, this P-greement and the merger of Sub with and 
into the Company (the tlMergerll), upon the terms and subject to the conditions 
set forth in this Agreement, whereby each issued and outstanding share of 
Common Stock, par value $1.25 per share, of the Company (the "Company Common 
Stockrt) not owned by Parent, Sub or the Company, other than the Appraisal 
Shares (as defined in Section 2.01(d)), will be converted into the right to 
receive $46.00 in cash: 

WHEREAS simultaneously with the execution and delivery of this 
Agreement, Parent and certain stockholders of the Company (the Itspecified 
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Company Stockholders'1) are entering into a voting agreement (the llCompany 
Voting Agreement") pursuant to which the Specified Company Stockholders are 
agreeing to take certain actions in furtherance of the Merger; and 

WHEREAS Guarantor, Parent, Sub and the Company desire to make 
certain representations, warranties, covenants and agreements in connection 
with the Merger and also to prescribe various conditions to the Merger. 

NOW, THEREFORE, in consideration of the foregoing and the 
representations, warranties, covenants and agreements set forth herein, the 
parties hereto agree as follows: 

ARTICLE I 
The Merger 

SECTION 1.01. The Merger. Upon the terms and subject to the 
conditions set forth in this Agreement, and in accordance with the Delaware 
General Corporation Law (the "DGCLt1), Sub shall be merged with and into the 
Company at the Effective Time (as defined in Section 1.03). At the Effective 
Time, the separate corporate existence of Sub shall cease and the Company 
shall continue as the surviving corporation (the IlSurviving CorporationI1) and 
shall succeed to and assume all the rights and obligations of Sub in 
accordance with the DGCL. 

SECTION 1.02. Closing. Upon the terms and subject to the conditions 
set forth in this Agreement, the closing of the Merger (the l'Closingll) shall 
take place at 11:OO a.m., New York time, on the second business day after the 
satisfaction or waiver of the conditions set forth in Article VI (other than 
those that by their terms cannot be satisfied until the time of the Closing), 
at the offices of Cravath, Swaine ti Moore, 825 Eighth Avenue, New York, New 
York 10019, or at such other time, date or place agreed to in writing by 
Parent and the Company; 

provided, however, that if all the conditions set forth in Article VI shall 
not have been satisfied or waived on such second business day, then the 
Closing shall take place on the first business day on which all such 
conditions shall have been satisfied or waived. The date on which the Closing 
occurs is referred to in this Agreement as the llClosing Date." 

0 

SECTION 1.03. Effective Time. Upon the terms and subject to the 
, conditions set forth in this Agreement, as soon as practicable on or after the 

Closing Date, a certificate of merger or other appropriate documents (in any 
such case, the "Certificate of Merger") shall be duly prepared and executed by 
the parties in accordance with the relevant provisions of the DGCL and filed 
with the Secretary of State of the State of Delaware. The Merger shall become 
effective upon the filing of the Certificate of Merger with the Secretary of 
State of the State of Delaware or at such subsequent time or date as Parent 
and the Company shall agree and specify in the Certificate of Merger. The time 
at which the Merger becomes effective is referred to in this Agreement as the 
"Effective Time." 

0 

0 

SECTION 1.04. Effects of the Merger. The Merger shall have the 
effects set forth in Section 259 of the DGCL. 

SECTION 1.05. Certificate of Incorporation and By-laws. (a) The 
0 Restated Certificate of Incorporation of the Company shall be amended at the 

Effective Time to read in the form of Exhibit A and, as so amended, such 
Restated Certificate of Incorporation shall be the Restated Certificate of 
Incorporation of the Surviving Corporation until thereafter changed or amended 

http://www.edgar-o1iline.com/autl~edgardoc/Docmain.pl?doc=A%2D3 188 19%2D0000893751 ... 3/14/02 
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as provided therein or by applicable law. 

(b) The By-laws of Sub as in effect immediately prior to the 
Effective Time shall be the By-laws of the Surviving Corporation until 
thereafter changed or amended as provided therein or by applicable law. e 

SECTION 1.06. Directors. (a) The directors of Sub immediately prior 
to the Effective Time shall be the directors of the Surviving Corporation 
until the earlier of their resignation or removal or until their respective 
successors are duly elected and qualified, as the case may be. 

e 

e 

e 

e 

~e , 

l e  

i 

(b) Guarantor shall take all necessary action to cause J. James Barr 
to be elected as a director, as of the Effective Time, of Thames Water Plc 
(rtThamest') . 

(c) Guarantor shall take all necessary action to cause Marilyn Ware 
to be elected as a member, as of the Effective Time, of the Thames Water 
International Advisory Council. 

SECTION 1.07. Officers. The officers of the Company immediately 
prior to the Effective Time shall be the officers of the Surviving Corporation 
until the earlier of their resignation or removal or until their respective 
successors are duly elected and qualified, as the case may be. 

2 

ARTICLE I1 
Conversion of Securities 

SECTION 2.01. Conversion of Capital Stock. At the Effective Time, by 
virtue of the Merger and without any action on the part of the holder of any 
shares of capital stock of the Company or Sub: 

(a) Capital Stock of Sub. Each issued and outstanding share of 
common stock of Sub shall be converted into and become one fully paid and 
nonassessable share of common stock, par value $1.00 per share, of the 
Surviving Corporation. 

(b) Cancelation of Treasury Stock and Parent-Owned Stock. Each share 
of Company Common Stock that is owned by the Company, as treasury stock, 
or by Parent or Sub immediately prior to the Effective Time shall 
automatically be canceled and shall cease to exist and no consideration 
shall be delivered or deliverable in exchange therefor. 

(c) Conversion of Company Common Stock. Each share of Company Common 
Stock issued and outstanding immediately prior to the Effective Time 
(other than shares to be canceled in accordance with Section 2.01(b) and 
the Appraisal Shares) shall be converted into the right to receive $46.00 
in cash without interest (the "Merger Consideration"). At the Effective 
Time all such shares shall no longer be outstanding and shall 
automatically be canceled and shall cease to exist, and each holder of a 
certificate that immediately prior to the Effective Time represented any 
such shares (a "Certificate1') shall cease to have any rights with respect 
thereto, except the right to receive the Merger Consideration and any 
dividends declared and unpaid thereon payable to holders of record 
thereof as of a record date preceding the Effective Time. Following the 
Effective Time, upon surrender of Certificates in accordance with Section 
2.02, the Surviving Corporation shall pay to the holders of Certificates 
as of the Effective Time any unpaid dividends declared in respect of the 
Company Common Stock with a record date prior to the Effective Time and 
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which remain unpaid at the Effective Time, including the "stub period" 
dividend referred to in Section 4.01(a) (i) (x) (C) . 

(d) Appraisal Rights. Notwithstanding anything in this Agreement to 
the contrary, shares (the llAppraisal Shares") of Company Common Stock 
issued and outstanding immediately prior to the Effective Time that are 
held by any holder who is entitled to demand and properly demands 
appraisal of such shares pursuant to, and who complies in all respects 
with, the provisions of Section 262 of the DGCL (I'Section 262") shall not 
be converted into the right to receive the Merger Consideration as 
provided in Section 2.01(c), but instead such holder shall be entitled to 
payment of the fair value of such shares in accordance with the 
provisions of Section 262. At the Effective Time, all Appraisal Shares 
shall no longer be outstanding and shall automatically be canceled and 
shall cease to exist, and each holder of Appraisal Shares shall cease to 
have any rights with respect thereto, except the right to receive the 
fair value of such shares in accordance 

3 

with the provisions of Section 262. Notwithstanding the foregoing, if any 
such holder shall fail to perfect or otherwise shall waive, withdraw or 
lose the right to appraisal under Section 262 or a court of competent 
jurisdiction shall determine that such holder is not entitled to the 
relief provided by Section 262, then the right of such holder to be paid 
the fair value of such holder's Appraisal Shares under Section 262 shall 
cease and each such Appraisal Share shall be deemed to have been 
converted at the Effective Time into, and shall have become, the right to 
receive the Merger Consideration as provided in Section 2.01(c). The 
Company shall serve prompt notice to Parent of any demands for appraisal 
of any shares of Company Common Stock, and Parent shall have the right to 
participate in and direct all negotiations and proceedings with respect 
to such demands. Prior to the Effective Time, the Company shall not, 
without the prior written consent of Parent, make any payment with 
respect to, or settle or offer to settle, any such demands, or agree to 
do any of the foregoing. 

SECTION 2.02. Exchange of Certificates. (a) Paying Agent. Prior to 0 
the Effective Time, Parent shall designate a bank or trust company reasonably 
acceptable to the Company to act as agent for the payment of the Merger 
Consideration upon surrender of Certificates (the "Paying Agent"). Parent 
shall take all steps necessary to enable, and shall cause, the Surviving 
Corporation to provide to the Paying Agent immediately following the Effective 
Time all the cash necessary to pay for the shares of Company Common Stock 

Section 2.01(c), plus any amounts payable in respect of unpaid dividends 
declared in respect of the Company Common Stock with a record date prior to 
the Effective Time and which remain unpaid at the Effective Time, including 
the lrstub period1! dividend referred to in Section 4.01 (a) (i) (x) (C) (such cash 
being hereinafter referred to as the "Exchange Fund"). 

I. 

I converted into the right to receive the Merger Consideration pursuant to 

(b) Exchange Procedure. As soon as reasonably practicable after the 
I *  

Effective Time, the Paying Agent shall mail to each holder of record of a 
Certificate (i) a form of letter of transmittal (which shall specify that 
delivery shall be effected, and risk of loss and title to the Certificates 
held by such person shall pass, only upon proper delivery of the Certificates 
to the Paying Agent and shall be in customary form and have such other 
provisions as Parent may reasonably specify) and (ii) instructions for use in 
effecting the surrender of the Certificates in exchange for the Merger 
Consideration. Upon surrender of a Certificate for cancelation to the Paying 

0 
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Agent or to such other agent or agents as may be appointed by Parent, together 
with such letter of transmittal, duly completed and validly executed, and such 
other documents as may reasonably be required by the Paying Agent, the holder 
of such Certificate shall be entitled to receive in exchange therefor the 
amount of cash payable in respect of the shares formerly represented by such 
Certificate pursuant to Section 2.01(c), and the Certificate so surrendered 
shall forthwith be canceled. In the event of a transfer of ownership of 
Company Common Stock that is not registered in the stock transfer books of the 
Company, the proper amount of cash may be paid in exchange therefor to a 
person other than the person in whose name the Certificate so surrendered is e registered if such Certificate shall be properly endorsed or otherwise be in 
proper form for transfer and the person requesting such payment shall pay any 
transfer or other taxes required by reason of the payment to a person other 
than the registered holder of such Certificate or establish to the 
satisfaction of Parent that such tax has been 

0 

0 

0 

0 

0 

0 

0 

e 

4 

paid or is not applicable. No interest shall be paid or shall accrue on the 
cash payable upon surrender of any Certificate. 

(c) No Further Ownership Rights in Company Common Stock. All cash paid 
upon the surrender of a Certificate in accordance with the terms of this 
Article I1 shall be deemed to have been paid in full satisfaction of all 
rights pertaining to the shares of Company Common Stock formerly represented 
by such Certificate. At the close of business on the day on which the 
Effective Time occurs the stock transfer books of the Company shall be closed, 
and there shall be no further registration of transfers on the stock transfer 
books of the Surviving Corporation of the shares of Company Common Stock that 
were outstanding immediately prior to the Effective Time. If, after the 
Effective Time, Certificates are presented to the Surviving Corporation or the 
Paying Agent for transfer or any other reason, they shall be canceled and 
exchanged as provided in this Article 11. 

(d) Termination of Exchange Fund. Any portion of the Exchange Fund 
that remains undistributed to the holders of Company Common Stock for one year 
after the Effective Time shall be delivered to the Surviving Corporation, upon 
demand, and any holder of Company Common Stock who has not theretofore 
complied with this Article I1 shall thereafter look only to the Surviving 
Corporation for payment of its claim for Merger Consideration. 

(e) No Liability. None of Parent, the Surviving Corporation or the 
Paying Agent shall be liable to any person in respect of any cash delivered to 
a public official pursuant to any applicable abandoned property, escheat or 
similar law. If any Certificates shall not have been surrendered prior to 
three years after the Effective Time (or immediately prior to such earlier 
date on which any Merger Consideration would otherwise escheat to or became 
the property of any Governmental Entity (as defined in Section 3.01(d)), any 
such Merger Consideration in respect thereof shall, to the extent permitted by 
applicable law, become the property of the Surviving Corporation, free and 
clear of all claims or interest of any person previously entitled thereto. 

(f) Investment of Exchange Fund. The Paying Agent shall invest any 
cash included in the Exchange Fund, as directed by Parent, on a daily basis; 
provided, however, that such investments shall be in (i) obligations of or 
guaranteed by the United States of America and backed by the full faith and 
credit of the United States of America, (ii) commercial paper obligations 
rated A-l or P-l or better by Moody's Investors Service, Inc. or Standard & 
Poor's Corporation, respectively, (iii) certificates of deposit maturing not 
more than 180 days after the date of purchase issued by a bank organized under 
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the laws of the United States or any state thereof having a combined capital 
and surplus of at least $500,000,000 or (iv) a money market fund having assets 
of at least $3,000,000,000. Any interest and other income resulting from such 
investments shall be paid to Parent. 

5 

(9) Lost Certificates. If any Certificate shall have been lost, 
stolen, defaced or destroyed, upon the making of an affidavit of that fact by 
the person claiming such Certificate to be lost, stolen, defaced or destroyed 
and, if required by the Surviving Corporation, the posting by such person of a 
bond in such reasonable amount as the Surviving Corporation may direct as 
indemnity against any claim that may be made against it with respect to such 
Certificate, the Paying Agent shall pay in respect of such lost, stolen, 
defaced or destroyed Certificate the Merger Consideration. 

(h) Withholding Rights. Parent, the Surviving Corporation or the 
Paying Agent shall be entitled to deduct and withhold any applicable taxes 
from the consideration otherwise payable pursuant to this Agreement to any 
holder of shares of Company Common Stock. 

SECTION 2.03. Redemption of Preferred Stock and Preference Stock. On 
or prior to the date on which the Effective Time occurs, but in any event 
prior to the Effective Time, the Company shall redeem (the ffStock Redemption") 
(i) each issued and outstanding share of its Cumulative Preferred Stock, 5% 
Series, par value $25.00 per share (the "Company 5% Cumulative Preferred 
Stock"), for a redemption price of $25.25 per share plus an amount equal to 
full cumulative dividends thereon (as defined in Section 6 ("Section 6 " )  of 
Division A of Article Fourth of the Restated Certificate of Incorporation of 
the Company, as amended to the date of this Agreement) to the redemption date 
(as defined in Section 6) and (ii) each issued and outstanding share of its 5% 
Cumulative Preference Stock, par value $25.00 per share (the IlCompany 5% 
Cumulative Preference Stock" and, together with the Company 5% Cumulative 
Preferred Stock and the Company Common Stock, the "Company Capital Stock"), 
for a redemption price of $25.00 per share plus an amount equal to full 
cumulative dividends thereon (as defined in Section 5 (lISection 5") of 
Division B of Article Fourth of the Restated Certificate of Incorporation of 
the Company, as amended to the date of this Agreement) to the redemption date 
(as defined in Section 5 )  (the redemption price for the Company 5% Cumulative 
Preferred Stock and the Company 5% Cumulative Preference Stock being referred 
to as the "Redemption Price"). 

ARTICLE I11 
Representations and Warranties 

SECTION 3.01. Representations and Warranties of the Company. The 
Company represents and warrants to Parent and Sub as follows: 

(a) Organization, Standing and Power. Each of the Company and each 
of its subsidiaries (as defined in Section 8.03) (i) is duly organized, 
validly existing and in good standing under the laws of the jurisdiction 
of its organization, (ii) has all requisite corporate power and authority 
to carry on its business as now being conducted and (iii) except as set 
forth in Section 3.01(a) of the disclosure schedule delivered by the 
Company to Parent prior to the execution of this Agreement (the lrCompany 
Disclosure 

6 

Schedule"), is duly qualified or licensed to do business and is in good 

~o http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3 1 88 19%2D0000893751. .. 3/14/02 

http://www.edgar-online.com/auth/edgardoc/Docmain.pl?doc=A%2D3


l e  

e 

e 

e 

e 

e 

e 
l 

I 

, e  

EDGAR ONLINE SEC Filing Page 12 of 72 

standing to do business in each jurisdiction in which the nature of its 
business or the ownership, leasing or operation of its properties makes 
such qualification or licensing necessary, other than where the failure 
to be so qualified or licensed or in good standing individually or in the 
aggregate would not reasonably be expected to have a material adverse 
effect (as defined in Section 8.03). The Company has made available to 
Parent and its representatives true and complete copies of (A) the 
Restated Certificate of Incorporation and By-laws of the Company by 
reference to the Filed SEC Documents (as defined in Section 3.01(e)), in 
each case as amended to the date of this Agreement and (B) the minutes of 
all meetings of the stockholders, the Board of Directors and each 
committee of the Board of Directors of the Company since June 1, 1998. 

(b) Subsidiaries. Section 3.01 (b) (i) of the Company Disclosure 
Schedule contains a true and complete list of each Significant Subsidiary 
(as defined in Section 8.03) of the Company as of the date of this 
Agreement, including its jurisdiction of organization, the Company's 
interest therein and a brief description of the principal line or lines 
of business conducted by each such Significant Subsidiary. Except as set 
forth in Section 3.01(b) (i) of the Company Disclosure Schedule, all the 
issued and outstanding shares of capital stock of, or other equity or 
voting interests in, each subsidiary of the Company as of the date of 
this Agreement are owned by the Company, by another wholly owned 
subsidiary of the Company or by the Company and another wholly owned 
subsidiary of the Company, free and clear of all material pledges, 
claims, liens, charges, encumbrances and security interests of any kind 
or nature whatsoever (collectively, "Lienst'), and are duly authorized, 
validly issued, fully paid and nonassessable. Except for the capital 
stock of, or other equity or voting interests in, its subsidiaries and as 
set forth in Section 3.01(b) (ii) of the Company Disclosure Schedule, as 
of the date of this Agreement, the Company does not own, directly or 
indirectly, any capital stock of, or other equity or voting interests in, 
any corporation, partnership, joint venture, association, limited 
liability company or other entity. 

(c) Capital Structure. The authorized capital stock of the Company 
consists of (i) 300,000,000 shares of Company Common Stock, (ii) 
1,770,000 shares of Cumulative Preferred Stock, par value $25.00 per 
share (the "Company Cumulative Preferred Stocktf), of which 101,777 shares 
have been designated as Company 5% Cumulative Preferred Stock, (iii) 
750,000 shares of Cumulative Preference Stock, par value $25.00 per share 
(the '!Company Cumulative Preference Stock"), of which 365,158 shares have 
been designated as Company 5% Cumulative Preference Stock and (iv) 
3,000,000 shares of Cumulative Preferential Stock, par value $35.00 per 
share (the "Company Cumulative Preferential Stock"). As of the close of 
business on September 10, 2001, (1) 99,817,628 shares of Company Common 
Stock (excluding shares held by the Company as treasury shares) were 
issued and outstanding, ( 2 )  63,693 shares of Company Common Stock were 
held by the Company as treasury shares, (3) 2,232,100 shares of Company 
Common Stock were reserved for issuance pursuant to the Company's 2000 
Stock Award and Incentive Plan and the Company's Long-Term 
Performance-Based Incentive Plan (such plans, collectively, the "Company 
Stock Plans"), of which 905,751 shares were subject to outstanding 
Company Stock Options (as defined below), (4) the following number of 

7 

shares of Company Common Stock were reserved (or registered with the SEC 
(as defined in Section 3.01(d)) for issuance pursuant to each of the 
following Company Benefit Plans (as defined below): 876,125 shares under 
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the Savings Plan For Employees of American Water Works Company, Inc. and 
its Designated Subsidiaries, 942,157 shares under the Employees' Stock 
Ownership Plan of American Water Works Company, Inc. and its Designated 
Subsidiaries, 5 0 , 0 0 0  shares under the Company's Deferred Compensation 
Plan, 10,000 shares under the Company's Director Deferred Compensation 
Plan and 1 , 7 5 5 , 0 4 9  shares under the Company's Dividend Reinvestment and 
Stock Purchase Plan (collectively, the "Other Company Stock Plans"), ( 5 )  
80,865,863 shares of Company Common Stock were reserved for issuance in 
connection with the rights (the 'ICompany Rights") issued pursuant to the 
Rights Agreement dated as of February 1 8 ,  1 9 9 9 ,  as amended as of June 1, 
2000 (as amended from time to time (the '!Company Rights Agreement")), 
between the Company and BankBoston N.A. (presently known as Fleet 
National Bank), as Rights Agent, ( 6 )  101,777 shares of Company 5% 
Cumulative Preferred Stock were issued and outstanding, (7) 365,158 
shares of Company 5 %  Cumulative Preference Stock were issued and 
outstanding, (8) no shares of Company Cumulative Preferred Stock (other 
than the Company 5 %  Cumulative Preferred Stock) were issued and 
outstanding, ( 9 )  no shares of Company Cumulative Preference Stock (other 
than the Company 5 %  Cumulative Preference Stock) were issued and 
outstanding and (10) no shares of Company Cumulative Preferential Stock 
were issued and outstanding. There are no outstanding stock appreciation 
rights or other rights that are linked to the price of Company Common 
Stock granted under any Company Stock Plan whether or not granted in 
tandem with a related Company Stock Option (as defined below). No shares 
of Company Capital Stock are owned by any subsidiary of the Company. As 
of the close of business on September 10, 2001, there were outstanding 
options to purchase Company Common Stock granted under the Company Stock 
Plans (collectively, the "Company Stock Options") to purchase 9 0 5 , 7 5 1  
shares G€ Company Common Stock with exercise prices on a per share basis 
lower than the Merger Consideration, and the weighted average exercise 
price of such Company Stock Options was equal to $ 2 3 . 6 5 .  Except as set 
forth above, as of the close of business on September 10, 2001, no shares 
of capital stock of, or other equity or voting interests in, the Company, 
or options, warrants or other rights to acquire any such stock or 
securities, were issued, reserved for issuance or outstanding. During the 
period from September 10, 2001 to the date of this Agreement, (x) there 
have been no issuances by the Company of shares of capital stock of, or 
other equity or voting interests in, the Company other than issuances of 
shares of Company Common Stock pursuant to the exercise of Company Stock 
Options outstanding on such date in accordance with their terms as in 
effect on the date of this Agreement and (y) there have been no issuances 
by the Company of options, warrants or other rights to acquire shares of 
capital stock or other equity or voting interests from the Company. All 
outstanding shares of capital stock of the Company are, and all shares 
that may be issued pursuant to the Company Stock Plans and Other Company 
Stock Plans will be, when issued in accordance with the terms thereof, 
duly authorized, validly issued, fully paid and nonassessable and not 
subject to preemptive rights. There are no bonds, debentures, notes or 
other indebtedness of the Company or any of its subsidiaries, and, except 
as set forth above, no securities or other instruments or obligations of 
the Company or any of its subsidiaries the value of which is in any way 

8 
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based upon or derived from any capital or voting stock of the Company, 
having in any such case at any time (whether actual or contingent) the 
right to vote (or convertible into, or exchangeable for, securities 
having the right to vote) on any matters on which stockholders of the 
Company or any of its subsidiaries may vote. Except as set forth above 
and except as specifically permitted under Section 4.01(a) (including as 
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set forth in Section 4.01(a)(ii) of the Company Disclosure Schedule), 
there are no Contracts (as defined in Section 3.01(d)) of any kind to 
which the Company or any of its subsidiaries is a party or by which the 
Company or any of its subsidiaries is bound obligating the Company or any 
of its subsidiaries to issue, deliver or sell, or cause to be issued, 
delivered or sold, additional shares of capital stock of, or other equity 
or voting interests in, or securities convertible into, or exchangeable 
or exercisable for, shares of capital stock of, or other equity or voting 
interests in, the Company or any of its subsidiaries or obligating the 
Company or any of its subsidiaries to issue, grant, extend or enter into 
any such security, option, warrant, call, right or Contract. Except for 
the Stock Redemption and the redemption terms of any preferred stock of 
any of the Company's subsidiaries and as permitted by Section 
4.01(a) (i) (y), there are not any outstanding contractual obligations of 
the Company or any of its subsidiaries to (I) repurchase, redeem or 
otherwise acquire any shares of capital stock of, or other equity or 
voting interests in, the Company or any of its subsidiaries as of the 
date of this Agreement or (11) vote or dispose of any shares of the 
capital stock of, or other equity or voting interests in, any of the 
Company's subsidiaries as of the date of this Agreement. The copy of the 
Company Rights Agreement on file with the SEC (as defined in Section 
3.01(d)) as an exhibit to the Form 8-A Registration Statement of the 
Company filed with the SEC on March 1, 1999, as amended by the amendment 
thereto on file with the SEC as an exhibit to the Form 8-A Registration 
Statement of the Company filed on June 1, 2000, is complete and correct. 

(d) Authority; Noncontravention. (i) The Company has the requisite 
corporate power and authority to execute and deliver this Agreement and, 
subject to the Stockholder Approval (as defined in Section 3.01(n)) and 
the Company Required Consents (as defined below), to consummate the 
transactions contemplated hereby. The execution and delivery of this 
Agreement by the Company and the consummation by the Company of the 
transactions contemplated hereby have been duly authorized by all 
necessary corporate action on the part of the Company and no other 
corporate proceedings on the part of the Company are necessary to approve 
this Agreement or the Company Voting Agreement or to consummate the 
transactions contemplated hereby or thereby subject, in the case of the 
consummation of the Merger, to obtaining the Stockholder Approval 
(assuming consummation of the Stock Redemption). This Agreement has been 
duly executed and delivered by the Company and constitutes a valid and 
binding obligation of the Company, enforceable against the Company in 
accordance with its terms. The Board of Directors of the Company, at a 
meeting duly called and held at which all directors of the Company were 
present, duly and unanimously adopted resolutions (A) approving the Stock 
Redemption and the Company Voting Agreement and approving and declaring 
advisable this Agreement, the Merger and the other transactions 
contemplated hereby, (B) directing that this Agreement be submitted to a 
vote at a meeting of the Company's stockholders and (C )  recommending that 
the Company's stockholders adopt this Agreement. In its determination of 
whether the 

9 

Merger is in the best interests of the Company's stockholders, the Board 
of Directors of the Company has complied with the provisions of Article 
Tenth of the Restated Certificate of Incorporation of the Company. The 
execution and delivery of this Agreement and the Company Voting Agreement 
and the consummation of the transactions contemplated hereby and thereby 
and compliance with the provisions hereof and thereof do not and will not 
conflict with, or result in any violation or breach of, or default (with 
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or without notice or lapse of time, or both) under, or give rise to a 
right of, or result in, termination, cancelation or acceleration of any 
obligation or to loss of a material benefit under, or result in the 
creation of any Lien in or upon any of the properties or assets of the 
Company or any of its subsidiaries under, or give rise to any increased, 
additional, accelerated or guaranteed rights or entitlements under, any 
provision of (x) the Restated Certificate of Incorporation or By-laws of 
the Company or the certificate of incorporation or by-laws (or similar 
organizational documents) of any of its subsidiaries, (y) subject to 
obtaining the third party consents set forth in Section 3.01(d) of the 
Company Disclosure schedule, any loan or credit agreement, bond, 
debenture, note, mortgage, indenture, guarantee, lease or other contract, 
agreement, instrument, arrangement or understanding, whether oral or 
written (each, including all amendments thereto, a "Contract") , to which 
the Company or any of its subsidiaries is a party or any of their 
respective properties or assets is subject or ( z )  subject to obtaining 
the Company Required Consents and the receipt of the Stockholder Approval 
and the other matters referred to in the following sentence, any (A) 
statute, law, ordinance, rule or regulation applicable to the Company or 
any of its subsidiaries or their respective properties or assets 
("Applicable Law"), (B) judgment, order or decree applicable to the 
Company or any of its subsidiaries or their respective properties or 
assets (llJudgmentll), or (C) Permit (as defined in Section 3.01 (h) ) other 
than, in the case of clauses (y) and ( z ) ,  any such conflicts, violations, 
breaches, defaults, rights, losses, Liens or entitlements that 
individually or in the aggregate would not reasonably be expected to have 
a material adverse effect. No consent, approval, order or authorization 
of, registration, declaration or filing with, or notice to, any domestic 
or foreign (whether national, federal, state, provincial, local or 
otherwise) government or any court, administrative agency or commission 
or other governmental or regulatory authority or agency (including a 
state public utility commission, state public service commission or 
similar state regulatory body (each, a lIPUCIT) ) (each a "Governmental 
Entity"), is required by or with respect to the Company or any of its 
subsidiaries in connection with (I) the execution and delivery of this 
Agreement by the Company, (11) the execution and delivery of the Company 
Voting Agreement or (111) the consummation of the transactions 
contemplated hereby and thereby or compliance with the provisions hereof 
and thereof, except for (1) the filing of a premerger notification and 
report form by the Company under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976, as amended (the "HSR Act"), and the receipt, 
termination or expiration, as applicable, of such other approvals or 
waiting periods required under any other applicable competition, merger 
control, antitrust or similar law or regulation, including, if the 
Company has completed its acquisition of Azurix North America Corp. and 
Azurix Industrials Corp. prior to the Closing, the competition, merger 
control, antitrust or similar laws or regulations of Canada or the 
Investment Canada Act, if applicable, ( 2 )  the filing with the Securities 
and Exchange Commission (the IISEC") of a proxy statement relating to the 
adoption by the Company's stockholders of this 

10 

Agreement (as amended or supplemented from time to time, the flProxy 
Statement") and such reports under the Securities Exchange Act of 1934, 
as amended (the "Exchange Act"), as may be required in connection with 
this Agreement, the Company Voting Agreement, the Merger and the other 
transactions contemplated hereby and thereby, (3) the filing of the 
Certificate of Merger with the Secretary of State of the State of 
Delaware and appropriate documents with the relevant authorities of other 
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states in which the Company or any of its subsidiaries is qualified to do 
business, (4) any filings required under the rules and regulations of the 
New York Stock Exchange (ltNYSE1v), (5 )  such consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices required 
under Applicable Laws and Judgments of any PUC, ( 6 )  such consents, 
approvals, orders, authorizations, registrations, declarations, filings 
and notices required under Applicable Laws and Judgments of any state 
departments of public health or departments of health or similar state 
regulatory bodies or o f  any federal or state regulatory body having 
jurisdiction over environmental protection or environmental conservation 
or similar matters (collectively, "Health Agencies"), ( 7 )  such consents, 
approvals, orders, authorizations, registrations, declarations, filings 
and notices required to be obtained from or made to any non-U.S. 
Governmental Entity due solely to the identity or involvement of 
Guarantor, Parent, Sub or any of their respective subsidiaries and ( 8 )  
such other consents, approvals, orders, authorizations, registrations, 
declarations, filings and notices the failure of which to be obtained or 
made individually or in the aggregate would not reasonably be expected to 
have a material adverse effect. Consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices (x) 
described (i) in the foregoing clause (5) that are required to be 
obtained or made by the Company or any of its subsidiaries and (ii) in 
the foregoing clause (6) the failure of which to obtain or make would 
reasonably be expected to have a material adverse effect or (y) of any 
Governmental Entity that would not be required to be obtained or made by 
the Company or any of its subsidiaries but for an acquisition of a 
business or asset by the Company or any of its subsidiaries that is 
consummated after the date of this Agreement the failure of which to 
obtain or make would reasonably be expected to have a material adverse 
effect are hereinafter referred to as the "Company Required Consents.ll 

(ii) The Company and the Board of Directors of the Company have 
taken all action necessary to (A) render the Company Rights 
inapplicable to the execution, delivery and performance of this 
Agreement and the Company Voting Agreement and to the consummation 
of the Merger and any acquisition of Company Common Stock 
contemplated by Section 4.03 (b) and (B) ensure that (x) neither 
Parent nor any of its affiliates or associates is or will become an 
IrAcquiring Person" (as defined in the Company Rights Agreement) by 
reason of the execution, delivery and performance of this Agreement 
or the Company Voting Agreement or by reason of the consummation of 
the Merger or any acquisition of Company Common Stock contemplated 
by Section 4.03 (b) , (y) neither a "Distribution Date" nor a 
lrTriggering Event" (each as defined in the Company Rights Agreement) 
shall occur by reason of the execution, delivery and performance of 
this Agreement or the Company Voting Agreement or by reason of the 
consummation of the Merger or any acquisition of Company Common 
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Stock contemplated by Section 4.03(b) and ( 2 )  except as set forth in 
Section 3.01(d)(ii) of the Company Disclosure Schedule, the Company 
Rights shall terminate or be redeemed prior to the Effective Time. 

(e) SEC Documents. The Company has filed with the SEC all 
forms, reports, schedules, statements and other documents required 
to be filed with the SEC by the Company since January 1, 2000 
(together with all information incorporated therein by reference, 
the "SEC Documents"). Except as set forth in Section 3.01(e) of the 
Company Disclosure Schedule, no subsidiary of the Company is 
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required to file any form, report, schedule, statement or other 
document with the SEC. As of their respective dates, the SEC 
Documents complied in all material respects with the requirements of 
the Securities Act of 1933 (the "Securities Act") or the Exchange 
Act, as the case may be, and the rules and regulations of the SEC 
promulgated thereunder applicable to such SEC Documents, and none of 
the SEC Documents at the time they were filed contained any untrue 
statement of a material fact or omitted to state a material fact 
required to be stated therein or necessary in order to make the 
statements therein, in light of the circumstances under which they 
were made, not misleading. Except to the extent that information 
contained in any SEC Document filed and publicly available prior to 
the date of this Agreement (a "Filed SEC Documentp1) has been revised 
or superseded by a later filed Filed SEC Document, none of the SEC 
Documents contains any untrue statement of a material fact or omits 
to state a material fact required to be stated therein or necessary 
in order to make the statements therein, in light of the 
circumstances under which they were made, not misleading. The 
financial statements (including the related notes) included in the 
SEC Documents comply as to form in all material respects with 
applicable accounting requirements and the published rules and 
regulations of the SEC with respect thereto, have been prepared in 
accordance with generally accepted accounting principles in the 
United States ("GAAP") (except, in the case of unaudited statements, 
as permitted by Form 10-Q of the SEC) applied on a consistent basis 
during the periods involved (except as may be indicated in the notes 
thereto) and fairly present in all material respects the 
consolidated financial position of the Company and its consolidated 
subsidiaries as of the dates thereof and their consolidated results 
of operations and cash flows for the periods then ended (subject, in 
the case of unaudited statements, to normal, recurring year-end 
audit ad] ustments ) . 

(f) Absence of Certain Changes or Events. Since December 31, 
2000, the Company and its subsidiaries have conducted their 
respective businesses only in the ordinary course consistent with 
past practice and other than as set forth in the Filed SEC 
Documents, there has not been (i) prior to the date of this 
Agreement, any state of facts, change, development, effect, 
condition or occurrence that individually or in the aggregate 
constitutes, has had, or would reasonably be expected to have, a 
material adverse effect, (ii) prior to the date of this Agreement, 
any declaration, setting aside or payment of any dividend on, or 
other distribution (whether in cash, stock or property) in respect 
of, any of the Company's or any of its subsidiaries' capital stock 
or other equity or voting interests, except for dividends by a 
wholly owned subsidiary of the Company to its shareholders and 
except for the regular quarterly cash dividend with respect to (w) 
preferred stock of the Company's subsidiaries, in accordance with 
the terms thereof, (x) the Company Common Stock in the amount of 
$0.235 per share, in accordance with the Company's 
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a 
past dividend policy, ( y )  the Company 5 %  Cumulative Preferred Stock 
in the amount of $ 0 . 3 1 2 5  per share, in accordance with the terms 
thereof, and ( 2 )  the Company 5% Cumulative Preference Stock in the 
amount of $ 0 . 3 1 2 5  per share, in accordance with the terms thereof, 
(iii) prior to the date of this Agreement, any purchase, redemption 
or other acquisition of any shares of capital stock of, or other 
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equity or voting interests in, the Company or any options, warrants, 
calls or rights to acquire such shares or other interests, (iv) 
prior to the date of this Agreement, any split, combination or 
reclassification of any of the Company's capital stock or other 
equity or voting interests or any issuance or the authorization of 
any issuance of any other securities in respect of, in lieu of or in 
substitution for shares of capital stock of, or other equity or 
voting interests in, the Company, (v) prior to the date of this 
Agreement, any material unfunded liability incurred as a result of 
any entry by the Company or any of its subsidiaries into, or any 
amendment of, any Company Benefit Plan (as defined in Section 
3.01(k)), (vi) prior to the date of this Agreement, any change in 
financial or tax accounting methods, principles or practices by the 
Company or any of its subsidiaries, except insofar as may have been 
required by a change in GAAP or Applicable Law, (vii) except as set 
forth in Section 3.01(f) (vii) of the Company Disclosure Schedule, 
prior to the date of this Agreement, any material election with 
respect to taxes by the Company or any of its subsidiaries or any 
settlement or compromise of any material tax liability or refund or 
(viii) prior to the date of this Agreement, any revaluation by the 
Company or any of its subsidiaries of any of the material assets of 
the Company or any of its subsidiaries. 

(9) Litigation. Except as set forth in the Filed SEC Documents 
and except as set forth in Section 3.01(g) of the Company Disclosure 
Schedule, there is no suit, claim, action or proceeding pending or, 
to the knowledge of the Company, threatened against the Company or 
any of its subsidiaries or any of their respective assets that 
individually or in the aggregate would reasonably be expected to 
have a material adverse effect, nor is there any Judgment of any 
Governmental Entity or arbitrator outstanding against, or, to the 
knowledge of the Company, investigation, notice of violation, order 
of forfeiture or complaint by any Governmental Entity against, the 
Company or any of its subsidiaries that individually or in the 
aggregate would reasonably be expected to have a material adverse 
effect . 

(h) Compliance with Laws. Except as set forth in Section 
3.01(h) of the Company Disclosure Schedule, and except with respect 
to Environmental Laws (as defined in Section 3.01(j)), the Employee 
Retirement Income Security Act of 1974, as amended ("ERISArr), and 
taxes, which are the subject of Sections 3.01(j), 3.01(k) and 
3.01(1), respectively, or as set forth in the Filed SEC Documents, 
the Company and its subsidiaries are in compliance with all 
Applicable Laws and Judgments of any Governmental Entity applicable 
to their businesses or operations, except for instances of 
noncompliance that individually or in the aggregate would not 
reasonably be expected to have a material adverse effect. Neither 
the Company nor any of its subsidiaries has received, since January 
1, 2001, a written notice or other written communication alleging a 
possible violation by the Covpany or any of its subsidiaries of any 
Applicable Law or Judgment of any Governmental Entity applicable to 
its businesses or operations, except for written notices or other 
written communications alleging possible violations that 

13 

individually or in the aggregate would not reasonably be expected to 
have a material adverse effect. The Company and its subsidiaries 
have in effect all material permits, licenses, variances, 
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exemptions, authorizations, franchises, orders and approvals of all 
Governmental Entities (collectively, llPermits"), necessary or 
advisable for them to own, lease or operate their properties and 
assets and to carry on their businesses as now conducted, except for 
those which the failure to obtain individually or in the aggregate 
would not reasonably be expected to have a material adverse effect. 
Neither the Company nor any of its subsidiaries is in violation of, 
default (with or without notice or lapse of time or both) under, or 
event giving to any other person any right of termination, amendment 
or cancelation of, with or without notice or lapse of time or both, 
any Permit of the Company or any of its subsidiaries, except for any 
such violations, defaults or events that individually or in the 
aggregate would not reasonably be expected to have a material 
adverse effect. 

(i) [Intentionally omitted] . 
(1) Environmental Matters. Except as disclosed in the SEC 

Documents and as set forth in Section 3.01(j) of the Company 
Disclosure Schedule, and except for such matters that individually 
or in the aggregate would not reasonably be expected to have a 
material adverse effect: (i) each of the Company and its 
subsidiaries possesses all Environmental Permits (as defined below) 
necessary to conduct its businesses and operations; (ii) each of the 
Company and its subsidiaries is in compliance with all applicable 
Environmental Laws and all applicable Environmental Permits, and 
none of the Company or its subsidiaries has received any written 
communication from any Governmental Entity or other person that 
alleges that the Company or any of its subsidiaries has violated or 
is liable under any Environmental Law or Environmental Permit; (iii) 
there are no Environmental Claims (as defined below) pending or, to 
the knowledge of the Company, threatened in writing (A) against the 
Company or any of its subsidiaries or (B) against any person whose 
liability for any such Environmental Claim the Company or any of its 
subsidiaries has retained or assumed, either contractually or by 
operation of law; and (iv) to the knowledge of the Company, there 
have been no Releases (as defined below) of any Hazardous Materials 
(as defined below) that would reasonably be expected to form the 
basis of any Environmental Claim or any liability under any 
Environmental Law or Environmental Permit. 

For the purposes of this Agreement: (A) "Environmental Claims" 
means any and all administrative, regulatory or judicial actions, 
orders, decrees, suits, demands, demand letters, directives, claims, 
liens, investigations, proceedings or notices of noncompliance or 
violation by any Governmental Entity or other person alleging 
liability arising out of, based on or related to (x) the presence, 
Release or threatened Release of, or exposure to, any Hazardous 
Materials at any location, whether or not owned, operated, leased or 
managed by the Company or any of its subsidiaries, or (y) any other 
circumstances forming the basis of any violation or alleged 
violation of any Environmental Law or Environmental Permit; (B) 
stEnvironmental Laws" means all laws, rules, regulations, orders, 
decrees, common law, judgments or binding agreements issued, 
promulgated or entered into by or with any Governmental Entity 
relating to pollution or protection of the 
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environment (including ambient air, surface water, groundwater, 
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soils or subsurface strata) or to health anc safety as affected by 
the exposure to Hazardous Materials, including laws and regulations 
relating to the presence of, exposure to, Release of or threatened 
Release of Hazardous Materials or otherwise relating to the 
generation, manufacture, processing, distribution, use, treatment, 
storage, recycling, transport, handling of, or the arrangement for 
such activities with respect to, Hazardous Materials; (C) 
"Environmental Permitst1 means all permits, licenses, certificates, 
registrations, waivers, exemptions and other authorizations required 
under applicable Environmental Laws; (D) IrHazardous Materials" means 
all hazardous, toxic, explosive or radioactive substances, wastes or 
other pollutants, including (x) petroleum, petroleum distillates and 
a l l  other hydrocarbons, asbestos or asbestos-containing material, 
and (y) all other substances or wastes of any nature prohibited, 
limited or regulated as harmful to or polluting of or in order to 
protect the environment; and (E) "Release" means any release, spill, 
emission, leaking, dumping, injection, pouring, deposit, disposal, 
discharge, dispersal, leaching or migration into or through the 
environment (including ambient air, surface water, groundwater, land 
surface or subsurface strata) or within any building, structure, 
facility or fixture. 

(k) ERISA Compliance. (i) Section 3.01(k) (i) of the 
Company Disclosure Schedule contains a true and complete list of any 
benefit, employment, personal services, collective bargaining, 
compensation, change in control, severance, time-off or perquisite 
agreement, plan, policy or other similar arrangement, (A) covering 
one or more current or former employees or directors of, or current 
or former independent contractors with respect to, the Company or 
any of its subsidiaries (each, a "Participantr1), and maintained by 
the Company and/or one or more of its subsidiaries or (B) with 
respect to which the Company and/or any of its subsidiaries has or 
would reasonably be expected to have any liability (collectively, 
"Company Benefit Plans"). The Company has provided or made available 
to Parent true and complete copies of (1) each Company Benefit Plan 
(or, in the case of any unwritten Company Benefit Plans, 
descriptions thereof), ( 2 )  the most recent annual report on Form 
5500 required to be filed with the United States Internal Revenue 
Service (the I I I R S " )  with respect to each Company Benefit Plan (if 
any such report was required), (3) the most recent summary plan 
description for each Company Benefit Plan for which such summary 
plan description is required and ( 4 )  each trust agreement and group 
annuity contract relating to any Company Benefit Plan; provided that 
any of the foregoing not provided to Parent as of the date of this 
Agreement shall be delivered to Parent promptly but in no event 
later than 30 days following the date of this Agreement. Each 
Company Benefit Plan has been administered in accordance with its 
terms, except where the failure so to be administered individually 
or in the aggregate would not reasonably be expected to have a 
material adverse effect. The Company and its subsidiaries and all 
the Company Benefit Plans are in compliance with all applicable 
provisions of ERISA and the Code, except for instances of possible 
noncompliance that individually or in the aggregate would not 
reasonably be expected to have a material adverse effect. Except as 
set forth in Section 3.01(k) (i) of the Company Disclosure Schedule, 
all Company Benefit Plans that are intended to be qualified under 
Section 401(a) of the Code have received favorable determination 
letters from the IRS to the effect that such Company Benefit Plans 
are qualified and exempt from Federal income 
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taxes under Sections 401(a) and 501(a), respectively, of the Code, 
and no such determination letter has been revoked nor, to the 
knowledge of the Company, has revocation been threatened, and 
nothing has occurred since the date of such letter that would 
reasonably be expected to adversely affect its qualification. There 
is not pending or, to the knowledge of the Company, threatened any 
litigation relating to the Company Benefit Plans that individually 
or in the aggregate would reasonably be expected to have a material 
adverse effect. 

(ii) Neither the Company nor any of its subsidiaries, nor 
any Company Benefit Plan which is subject to ERISA, has engaged 
in a "prohibited transaction" (as such term is defined in 
Section 406 of ERISA or Section 4975 of the Code) or any other 
breach of fiduciary responsibility that could subject the 
Company, any of its subsidiaries 01: any officer of the Company 
or any of its subsidiaries to the tax or penalty on prohibited 
transactions imposed by such Section 4975 or to any liability 
under Section 502(i) or 5 0 2 ( 1 )  of ERISA, except for any such 
tax, penalty or liability that individually or in the aggregate 
would not reasonably be expected to have a material adverse 
effect. All contributions and premiums required to be made 
under the terms of any Company Benefit Plan as of the date 
hereof have been timely made or have been reflected on the most 
recent consolidated balance sheet filed or incorporated by 
reference in the Filed SEC Documents, except as, individually 
or in the aggregate, would reasonably be expected to have a 
material adverse effect. 

(iii) Except as, individually or in the aggregate, would 
not reasonably be expected to have a material adverse effect, 
the deduction of any amount payable pursuant to the terms of 
the Company Benefit Plans would not reasonably be expected to 
be subject to disallowance under Section 162(m) (before giving 
effect to Section 162(m) (4) (F)) of the Code for taxable years 
of the Company ending prior to the date hereof. 

(iv) Section 3.01(k) (iv) of the Company Disclosure 
Schedule contains a list of all Company Benefit Plans which, as 
a consequence of the consummation of the Merger, are reasonably 
expected to (x) entitle any Participant to severance pay and/or 
(y) accelerate the time of payment or vesting or trigger any 
payment or funding (whether through a grantor trust or 
otherwise) of compensation or benefits under, increase the 
amount payable or trigger any other material obligation. 

(v) The Company has provided to Parent a true and complete 
copy of the Report (as hereinafter defined) given to the 
compensation committee of the board of directors of the Company 
containing the estimates of any payments and/or benefits that 
would reasonably be expected to be received (whether in cash or 
property or the vesting of property) as a result of the Merger 
or any other transaction contemplated by this Agreement 
(including as a result of termination of employment on or 
following the Effective Time) by any Participant who is a 
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"disqualified individual" (as such term is defined in proposed 
Treasury Regulation Section 1.280G-1) (each, a "Primary Company 
Executivell) under any Company Benefit Plan (including any 
additional payment from the Company or any of its subsidiaries 
or any other person in the event that the excise tax under 
Section 4999 of the Code is imposed on such individual) that 
would be reasonably be expected to be paid to the Primary 
Company Executives as a result of the Merger and the other 
transactions contemplated by this Agreement (including as a 
result of termination of employment on or following the 
Effective Time) under all Company Benefit Plans and (y) the 
"base amount" (as defined in Section 280G(b) (3) of the Code) 
for each Primary Company Executive, all as calculated and set 
forth in the report (dated August 1, 2001) prepared by the 
compensation consultant retained by the Company (the "Report"). 
To the knowledge of the Company, the information provided to 
the compensation consultant that prepared the Report is 
accurate in all material respects. 

(1) Taxes. Except as would not, individually or in the 
aggregate with respect to clause (i), (ii), (iii) or (iv), 
reasonably be expected to have a material adverse effect: (i) Each 
of the Company and each of its subsidiaries has filed (or caused to 
be filed) all tax returns required to be filed by it and all such 
returns are true, complete and correct, or requests for extensions 
to file such tax returns have been timely filed, granted and have 
not expired. Each of the Company and each of its subsidiaries has 
paid (or caused to be paid) all taxes shown as due on such tax 
returns, and the most recent financial statements contained in the 
Filed SEC Documents reflect an adequate reserve (in addition to any 
reserve for deferred taxes established to reflect timing differences 
between book and tax income) of tax for all taxes payable by each of 
the Company and each of its subsidiaries for all taxable periods and 
portions thereof accrued through the date of such financial 
statements. 

(ii) Except as set forth in Section 3.01(1) (ii) of the 
Company Disclosure Schedule, no tax return of the Company or 
any of its subsidiaries is under audit or examination by any 
taxing authority, and no written notice of such an audit or 
examination has been received by the Company or any of its 
subsidiaries. There is no deficiency, refund litigation, 
written proposed adjustment or matter in controversy with 
respect to any taxes due and owing by the Company or any of its 
subsidiaries. Each deficiency resulting from any completed 
audit or examination relating to taxes by any taxing authority 
has been timely paid, except for such deficiencies being 
contested in good faith and for which adequate reserves are 
reflected on the books of the Company. The United States 
Federal income tax returns of the Company and each of its 
subsidiaries consolidated in such tax returns have been either 
examined by and settled with the IRS or closed by virtue of the 
applicable statute of limitations and no requests for waivers 
of the time to assess any such taxes are pending. 

(iii) No liens for taxes (other than for current taxes not 
yet due and payable or for taxes being contested in good faith 
and for which adequate reserves are reflected on the books of 
the Company) exist with respect to any assets or 
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properties of the Company or any of its subsidiaries. Neither 
the Company nor any of its subsidiaries is bound by any 
agreement with respect to the allocation, indemnification or 
sharing of taxes. 

(iv) Neither the Company nor any of its subsidiaries has 
constituted either a "distributing corporation" or a 
lrcontrolled corporation" in a distribution of stock qualifying 
for tax-free treatment under Section 355 of the Code (x) in the 
two years prior to the date of this Agreement or (y) in a 
distribution which could otherwise constitute part of a llplanlr 
or "series of related transactionsI1 (within the meaning of 
Section 355(e) of the Code) in conjunction with the Merger. 

(v) As used in this Agreement, (A) Igtaxes" shall include 
(1) all forms of taxation, whenever created or imposed, and 
whether domestic or foreign, and whether imposed by a national, 
federal, state, provincial, local or other Governmental Entity, 
including all interest, penalties and additions imposed with 
respect to such amounts, (2) liability for the payment of any 
amounts of the type described in clause (1) as a result of 
being a member of an affiliated, consolidated, combined or 
unitary group and (3) liability for the payment of any amounts 
as a result of being party to any tax sharing agreement or as a 
result of any express or implied obligation to indemnify any 
other person with respect to the payment of any amount 
described in clause (1) or (2) and (B) "tax returns" shall mean 
all domestic or foreign (whether national, federal, state, 
provincial, local or otherwise) returns, declarations, 
statements, reports, schedules, forms and information returns 
relating to taxes and any amended tax return. 

(m) State Takeover Statutes. Assuming the accuracy of the 
representations and warranties set forth in Section 3.02(h), the approval 
by the Board of Directors of the Company of this Agreement, the Company 
Voting Agreement and the Merger and any acquisition of Company Common 
Stock contemplated by Section 4.03(b) constitutes approval of this 
Agreement, the Company Voting Agreement and the Merger and any 
acquisition of Company Common Stock contemplated by Section 4.03(b) for 
purposes of Section 203 of the DGCL and such approval represents the only 
action necessary to ensure that the restrictions contained in Section 
203(a) of the DGCL do not and will not apply to the performance of this 
Agreement, to the consummation of the Merger in accordance with the 
provisions of this Agreement or any acquisition of Company Common Stock 
contemplated by Section 4.03(b) or to the Company Voting Agreement. 
Assuming the accuracy of the representations and warranties set forth in 
Section 3.02(h), no other state takeover or similar statute or regulation 
(excluding, for the avoidance of doubt, any Applicable Law which requires 
the Company Required Consents or the Parent Required Consents to be 
obtained) is applicable to this Agreement, the Company Voting Agreement 
or the Merger or any acquisition of Company Common Stock contemplated by 
Section 4.03 (b) . 

( n )  Voting Requirements. The affirmative vote at the Stockholders 
Meeting (as defined in Section 5.01(b)) or any adjournment or 
postponement thereof of the holders of 
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a majority of the votes represented by all the outstanding shares of 
Company Common Stock and Company 5% Cumulative Preferred Stock, voting 
together as a single class, with each share of Company Common Stock 
entitled to one vote and each share of Company 5% Cumulative Preferred 
Stock entitled to l/lOth of a vote, in favor of adopting this Agreement 
(the "Stockholder Approval") is the only vote of the holders of any class 
or series of the Company's capital stock necessary to approve or adopt 
this Agreement or the Merger. The affirmative vote of the holders of the 
Company Capital Stock is not necessary to approve any other action 
required to be taken by this Agreement or the Company Voting Agreement 
(other than the consummation of the Merger). 

( 0 )  Regulation as a Utility. Except as set forth in Section 3.01(0) 
of the Company Disclosure Schedule , the Company is not subject to 
regulation as a public utility holding company, public utility or public 
service company (or similar designation) by any PUC. Section 3.01(0) of 
the Company Disclosure Schedule contains a true and complete list of each 
subsidiary of the Company that is subject to regulation as a public 
utility or public service company (or similar designation) by any PUC, 
including the name of each such jurisdiction in which such subsidiary is 
subject to such regulation. None of the Company or any of its 
subsidiaries is a Ilpublic utility company" or a "holding company" within 
the meaning of Section 2 (a) (5) or 2 (a) (7), respectively, of the Public 
Utility Holding Company Act of 1935 (the 'IHolding Company Act") or a 
"subsidiary company" or an I1affiliateT1 (within the meaning of Section 
2 (a) (8) or 2 (a) (ll), respectively, of the Holding Company Act) of any 
holding company which is required to register as a holding company under 
the Holding Company Act. All filings required to be made by the Company 
or any of its subsidiaries since January 1, 2000, under any Applicable 
Laws or Judgments relating to the regulation of public utilities or 
public service companies (or similarly designated companies), have been 
filed with the appropriate PUC, Health Agency or other appropriate 
Governmental Entity, as the case may be, including all forms, statements, 
reports, agreements (oral or written) and all documents, exhibits, 
amendments and supplements appertaining thereto, including but not 
limited to all rates, tariffs, franchises, service agreements and related 
documents and all such filings complied, as of their respective dates, 
with all applicable requirements of all Applicable Laws or Judgments, 
except for such filings or such failures to comply that individually or 
in the aggregate would not reasonably be expected to have a material 
adverse effect. 

(p) Title to Properties. (i) Each of the Company and each of its 
subsidiaries owns or has valid and enforceable right to use under 
existing franchises, water rights, easements or licenses, or valid and 
enforceable leasehold interests in, all of its properties, rights and 
assets necessary for the conduct of its respective business and 
operations as currently conducted, except where the failure to have such 
title, rights or interests individually or in the aggregate would not 
reasonably be expected to have a material adverse effect. All such 
properties, rights and assets, other than properties, rights and assets 
in which the Company or any of its subsidiaries has a leasehold interest, 
are free and clear of all Liens, except for Liens relating to secured 
indebtedness or that individually or in the aggregate would not 
reasonably be expected to have a material adverse effect. 

19 

(9) Brokers. No broker, investment banker, financial advisor or 
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other person, other than Goldman, Sachs & Co., the fees and expenses of 
which will be paid by the Company, is entitled to any broker's, finder's, 
financial advisor's or other similar fee or commission in connection with 
the transactions contemplated by this Agreement based upon arrangements 
made by or on behalf of the Company or any of its subsidiaries. 

(r) Opinion of Financial Advisor. The Company has received the 
written opinion of Goldman, Sachs & Co. to the effect that, as of the 
date of this Agreement, the Merger Consideration is fair to the Company's 
stockholders from a financial point of view. 

(s) Contracts. All material Contracts to which the Company or any of 
its subsidiaries is a party or any of their respective properties or 
assets is subject that are required to be filed as an exhibit to any 
Filed SEC Document have been filed as an exhibit to such Filed SEC 
Document (such filed Contracts, the "Filed Contracts"). All the Filed 
Contracts are valid and in full force and effect, except to the extent 
they have previously expired or terminated in accordance with their terms 
or they expire or terminate in compliance with the provisions of Section 
4.01(a) (x) (C) and except for any invalidity or failure to be in full 
force and effect which would not reasonably be expected to have a 
material adverse effect. None of the Company or any of its subsidiaries 
is in violation of or default (with or without notice or lapse of time or 
both) under, or has waived or failed to enforce any rights or benefits 
under, any Filed Contract, except for violations, defaults, waivers or 
failures to enforce rights or benefits that individually or in the 
aggregate would not reasonably be expected to have a material adverse 
effect. 

(t) Information Supplied. None of the information included or 
incorporated by reference in the Proxy Statement will, at the date the 
Proxy statement is filed with the SEC or mailed to the Company's 
stockholders or at the time of the Stockholders Meeting, or at the time 
of any amendment or supplement thereof, contain any untrue statement of a 
material fact or omit to state any material fact required to be stated 
therein or necessary in order to make the statements therein, in light of 
the circumstances under which they are made, not misleading, except that 
no representation or warranty is made by the Company with respect to 
statements made in the Proxy Statement based on information supplied by 
Guarantor, Parent or Sub specifically for inclusion or incorporation by 
reference therein. The Proxy Statement will comply as to form in all 
material respects with the requirements of the Exchange Act and the rules 
and regulations promulgated thereunder. 

SECTION 3.02. Representations and Warranties of Guarantor, Parent 
and Sub. Guarantor, Parent and Sub jointly and severally represent and warrant 
to the Company as follows: 

(a) Organization. Each of Guarantor and Parent is a company duly 
organized and validly existing under the laws of the Federal Republic of 
Germany. Sub is a corporation duly organized, validly existing and in 
good standing under the laws of the State of Delaware. Each of Guarantor, 
Parent and Sub (i) has all requisite corporate power and authority to 
carry on its business as now being conducted and (ii) is duly qualified 
or 

e 2 0  
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licensed to do business and is, if applicable, in good standing to do 
business in each jurisdiction in which the nature of its business or the 
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ownership, leasing or operation of its properties makes such 
qualification or licensing necessary, other than where the failure to be 
so qualified or licensed or in good standing individually or in the 
aggregate would not reasonably be expected to prevent or materially 
impede or delay the consummation of the Merger or the other transactions 
contemplated hereby. Guarantor owns 100% of the outstanding capital stock 
of Parent and, indirectly through Parent, 1 0 0 %  of the outstanding capital 
stock of Sub. 

(b) Authority; Noncontravention. Guarantor, Parent and Sub have the 
requisite corporate power and authority to execute and deliver this 
Agreement and, subject to the Parent Required Consents (as defined 
below), to consummate the transactions contemplated hereby and Parent has 
the requisite corporate power and authority to execute and deliver the 
Company Voting Agreement and to consummate the transactions contemplated 
thereby. The execution and delivery of this Agreement by Guarantor, 
Parent and Sub, the execution and delivery of the Company Voting 
Agreement by Parent and the consummation by Guarantor, Parent and Sub of 
the transactions contemplated hereby and thereby have been duly 
authorized by all necessary company or corporate action, as applicable, 
on the part of Guarantor, Parent and Sub and no other corporate 
proceedings on the part of Guarantor, Parent or Sub are necessary to 
approve this Agreement or the Company Voting Agreement or to consummate 
the transactions Contemplated hereby or thereby. This Agreement has been 
duly executed and delivered by Guarantor, Parent and Sub and the Company 
Voting Agreement has been duly executed and delivered by Parent and each 
of this Agreement and the Company Voting Agreement constitutes the valid 
and binding obligation of Guarantor, Parent and Sub, as applicable, 
enforceable against Guarantor, Parent and Sub, as applicable, in 
accordance with their terms. The execution and delivery of this Agreement 
and the Company Voting Agreement and the consummation of the transactions 
contemplated hereby and thereby and compliance with the provisions of 
this Agreement and the Company Voting Agreement do not and will not 
conflict with, or result in any violation or breach of, or default (with 
or without notice or lapse of time, or both) under, or give rise to a 
right of, or result in, termination, cancelation or acceleration of any 
obligation or to loss of a material benefit under, or result in the 
creation of any Lien upon any of the properties or assets of Guarantor, 
Parent or Sub under, or give rise to any increased, additional, 
accelerated or guaranteed rights or entitlements under, any provision of 
(i) the Certificate of Incorporation or By-laws of Sub or equivalent 
organizational documents of Guarantor or Parent, (ii) any Contract 
applicable to Guarantor, Parent, Sub or their respective subsidiaries or 
their respective properties or assets or (iiil subject to obtaining the 
Parent Required Consents and other matters referred to in the following 
sentence, any (A) Applicable Law or (B) Judgment, in each case applicable 
to Guarantor, Parent, Sub or their respective subsidiaries or their 
respective properties or assets, other than, in the case of clauses (ii) 
and (iii), any such conflicts, violations, defaults, rights, losses or 
Liens that individually or in the aggregate would not reasonably be 
expected to prevent or materially impede or delay the consummation of the 
Merger or the other transactions contemplated hereby. No consent, 
approval, order or authorization of, registration, declaration or filing 
with, or notice to, any Governmental Entity is required by or with 

21 

respect to Guarantor, Parent or Sub or their respective subsidiaries in 
connection with the execution and delivery of this Agreement and the 
Company Voting Agreement or the consummation by Guarantor, Parent and Sub 
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of the transactions contemplated hereby and thereby or the compliance 
with the provisions of this Agreement and the Company Voting Agreement, 
except for (1) the filing of a premerger notification and report form 
under the HSR Act and the receipt, termination or expiration, as 
applicable, of such other approvals or waiting periods required under any 
other applicable competition, merger control, antitrust or similar law or 
regulation, including, if the Company has completed its acquisition of 
Azurix North America Corp. and Azurix Industrials Corp. prior to the 
Closing, the competition, merger control, antitrust or similar laws and 
regulations of Canada or the Investment Canada Act, if applicable, (2) 
the filing with, or furnishing to, the SEC of such reports under the 
Exchange Act as may be required in connection with this Agreement, the 
Company Voting Agreement, the Merger and the other transactions 
contemplated hereby and thereby, (3) the filing of the Certificate of 
Merger with the Secretary of State of the State of Delaware and 
appropriate documents with the relevant authorities of other states in 
which the Company is qualified to do business, (4) such consents, 
approvals, orders, authorizations, registrations, declarations, filings 
and notices required under Applicable Laws and Judgments of any PUC, (5) 
such consents, approvals, orders, authorizations, registrations, 
declarations, filings and notices required under the Applicable Laws and 
Judgments of any Health Agency, (6) such consents, approvals, orders, 
authorizations, registrations, declarations, filings and notices required 
to be obtained from or made to any Governmental Entity due solely to any 
acquisition of any business or person by the Company or any of its 
subsidiaries follouring the date of this Agreement and (7) such other 
consents, approvals, orders, authorizations, registrations, declarations, 
filings and notices the failure of which to be obtained or made 
individually or in the aggregate would not impair in any material respect 
the ability of Guarantor, Parent or Sub to perform its obligations under 
this Agreement or prevent or materially impede or delay the consummation 
of the transactions contemplated by this Agreement. Consents, approvals, 
orders, authorizations, registrations, declarations, filings and notices 
described (i) in the foregoing clause (4) that are required to be 
obtained or made by Guarantor, Parent or Sub or any of their respective 
subsidiaries and (ii) in the foregoing clause ( 5 )  the failure of which to 
obtain or make would impair in any material respect the ability of 
Guarantor, Parent or Sub to perform its obligations under this Agreement 
or prevent or materially impede or delay the consummation of the 
transactions contemplated by this Agreement, are hereinafter referred to 
as the "Parent Required Consents." No consent, approval, order, 
authorization, registration, declaration, filing or notice the failure of 
which to obtain or make would prevent or materially impede or delay the 
consummation of the transactions contemplated by this Agreement with any 
non-U.S. Governmental Entity is required to be made or obtained by 
Guarantor, Parent or Sub or any of their respective subsidiaries in 
connection with the execution and delivery of this Agreement and the 
Company Voting Agreement or the consummation by Guarantor, Parent and Sub 
of the transactions contemplated hereby and thereby or the compliance 
with the provisions of this Agreement and the Company Voting Agreement, 
except for such consents, approvals, orders, authorizations, 
registrations, declarations, filings or notices (x) required as a result 
of a change in Applicable Law after the date of this Agreement or (y) 
required to be obtained from or made to any Governmental Entity 

2 2  
0 

due solely to any acquisition of a business or person by the Company or 
any of its subsidiaries following the date of this Agreement. To the 

, knowledge of Guarantor and Parent, as of the date of this Agreement, 

I http://viww.edgar-online.com/auth/edgar~oc~ocmain.pl?~oc=A%2D3 1 88 19%2D000089375 I... 3/14/02 0 



EDGAR ONLINE SEC Filing Page 28 of 72 
e 

e 

e 

e 

e 

e 

e 

e 

e 

e 

there exists no state of facts, condition, event or circumstance which 
would materially adversely affect Parent's ability to obtain the Parent 
Required Consents in a reasonably timely manner. 

(c) Interim Operations of Sub. Sub was formed solely for the purpose 
of engaging in the transactions contemplated hereby and has engaged in no 
business other than in connection with the transactions contemplated by 
this Agreement. 

(d) Regulation as a Utility. Except as set forth in Section 3.02(d) 
of the disclosure schedule delivered by Parent to the Company prior to 
the execution of this Agreement (the "Parent Disclosure Schedule") or as 
permitted in accordance with Section 4.03(a) (a), neither Guarantor, 
Parent, Sub nor any of their respective subsidiaries (i) is a "public 
utility companyT1 or a llholding company" or a Ifsubsidiary company1' of any 
holding company which is required to register as a holding company under 
the Holding Company Act, in each case as defined in the Holding Company 
Act, or (ii) is otherwise subject to regulation as a public utility 
holding company, public utility or public service company (or similar 
designation) by any PUC; provided, however, the foregoing representation 
shall not be deemed to be breached as a result of (x) after the date 
hereof, any of Guarantor, Parent or Sub or any of their respective 
subsidiaries entering into any operation and maintenance or concession 
contract that would not be prohibited under Section 4.03 (a) (b) or (y) 
changes in Applicable Law after the date of this Agreement. 

(e) Capital Resources. On or prior to the Closing Date, Parent will 
have sufficient cash to pay the Merger Consideration and any other 
amounts payable under Section 2.02. 

(f) Brokers. No broker, investment banker, financial advisor or 
other person, other than Merrill Lynch, Pierce, Fenner & Smith 
Incorporated and Morgan Stanley & Co. Incorporated, the fees and expenses 
of which will be paid by or on behalf of Parent, is entitled to any 
broker's, finder's, financial advisor's or other similar fee or 
commission in connection with the transactions contemplated by this 
Agreement based upon arrangements made by or on behalf of Guarantor, 
Parent, Sub or any of their subsidiaries. 

(g) Information Supplied. None of the information supplied or to be 
supplied by Guarantor, Parent or Sub specifically €or inclusion in the 
Proxy Statement will, at the date the Proxy Statement is filed with the 
SEC or mailed to the Company's stockholders or at the time of the 
Stockholders Meeting, or at the time of any amendment or supplement 
thereof, contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to 
make the statements therein, in light of the circumstances under which 
they are made, not misleading. 

(h) Ownership of Company Stock. As of the date of this Agreement, 
neither Guarantor, Parent nor Sub nor any of their respective 
subsidiaries "beneficially owns" (as 

23 

such term is defined for purposes of Section 13(d) of the Exchange Act) 
any shares of Company Common Stock. 

ARTICLE IV 
Covenants Relating to Conduct of Business 
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SECTION 4.01. Conduct of Business. (a) Conduct of Business by the 
Company. During the period from the date of this Agreement to the Effective 
Time, except as consented to in writing by Parent (which consent shall not be 
unreasonably withheld or delayed; and which consent shall be deemed given if 
the Company has not received written notice otherwise from Parent within five 
business days after requesting such consent of Parent as provided in Section 
4.01(b)) or as specifically contemplated by this Agreement, the Company shall, 
and shall cause each of its subsidiaries to, carry on their respective 
businesses in the ordinary course consistent with past practice and use their 
commercially reasonable efforts to comply with all Applicable Laws and, to the 
extent consistent therewith, use their commercially reasonable efforts to 
preserve their material assets and technology, preserve their relationships 
with PUCs, Health Agencies, customers, suppliers and others having business 
dealings with them and maintain their material franchises, rights and Permits 
necessary to the conduct of their business. Without limiting the generality of 
the foregoing, during the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent 
shall not unreasonably be withheld or delayed; and which consent shall be 
deemed given if the Company has not received written notice otherwise from 
Parent within five business days after requesting such consent of Parent as 
provided in Section 4.01(b)) or as specifically contemplated by this Agreement 
or as set forth in Section 4.01(a) of the Company Disclosure Schedule, the 
Company shall not, and shall not permit any of its subsidiaries to: 

(i) (x) declare, set aside or pay any dividends on, or make any 
other distributions (whether in cash, stock or property) in respect 
of, any of its capital stock or other equity or voting interests 
except for: 

(A) dividends by a direct or indirect wholly owned subsidiary 
of the Company to its shareholders; 

( B )  regular quarterly cash dividends with respect to the 
Company Common Stock, not in excess of an annual rate of 
$0.94 per share in 2001, $0.98 per share in 2002 and $1.02 
per share in 2003,  in each case with usual declaration, 
record and payment dates and in accordance with the 
Company's past dividend policy; 

(C) if the Effective Time occurs other than on a record date 
for quarterly cash dividends with respect to the Company 
Common Stock, a "stub period" dividend equal to an amount 
not to exceed 

24  

2 5 %  of the amount of the cash dividend per share permitted 
to be paid pursuant to the immediately preceding clause 
( B )  during such fiscal year in which the Effective Time 
occurs multiplied by a fraction, the numerator of which is 
the number of days between the immediately preceding 
record date and the Effective Time and the denominator of 
which is the number of days between such record date and 
the next regularly scheduled record date; 

regular cash dividends with respect to outstanding shares 
of Company 5 %  Cumulative Preferred Stock in accordance 
with the terms thereof as in effect on the date of this 
Agreement; 

(D) 
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(E) regular cash dividends with respect to outstanding shares 
of Company 5% Cumulative preference Stock in accordance 
with the terms thereof as in effect on the date of this 
Agreement; or 

(F) (x) cash dividends with respect to any outstanding shares 
of preferred stock of any of the Company's subsidiaries or 
(y) cash dividends with respect to any outstanding shares 
of non-preferred capital stock of any of the Company's 
non-wholly owned subsidiaries; provided, however, that in 
the case of subsidiaries owned as of the date of this 
Agreement, such dividends shall be paid only in the 
ordinary course of business consistent with such 
subsidiary's past practice; or 

(y) purchase, redeem or otherwise acquire any shares of capital 
stock of, or other equity or voting interests in, the Company or its 
subsidiaries or any options, warrants, calls or rights to acquire any 
such shares or other interests, except (A) for the Stock Redemption, ( B )  
purchases, redemptions or other acquisitions as required by the 
respective terms of any preferred stock of the Company or as required or 
permitted by the respective terms of any preferred stock of any of the 
Company's subsidiaries, (C) for the purpose of funding or providing 
benefits under employee benefit plans, stock option and other incentive 
compensation plans, directors plans and the dividend reinvestment 
provisions of the Company's Dividend Reinvestment and Stock Purchase 
Plan, (D) purchases, redemptions or other acquisitions in the ordinary 
course of business consistent with past practice of any voting stock of a 
subsidiary of the Company not held by the Company or its subsidiaries or 
(E) the purchases of shares of capital stock of a wholly owned subsidiary 
of the Company by the Company or a wholly owned subsidiary of the 
Company; or 

( 2 )  split, combine or reclassify any of its capital stock or 
other equity or voting interests or issue or authorize the issuance of 
any other securities in respect of, in lieu of or in substitution for 
shares of its capital stock or other equity or voting interests; 

(ii) issue, deliver, sell, pledge or otherwise encumber any 
shares of its capital stock, any other equity or voting interests or 
any securities convertible 

2 5  

into, or exchangeable for, or any options, warrants, calls or rights 
to acquire, any such shares, interests or securities or any stock 
appreciation rights or other rights that are linked to the price of 
Company Common Stock other than: 

(A) the issuance of shares of Company Common Stock (and 
associated Company Rights) upon the exercise of Company 
Stock Options and settlement of all other rights to 
purchase or receive Company Common Stock (collectively, 
the '!Company Stock Issuance Rights") in accordance with 
the terms of such Company Stock Options and Company Stock 
Issuance Rights as in effect on the date of this 
Agreement; 

(B)  the delivery or sale of shares of Company Common Stock 
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held as treasury stock of the Company as of the date 
hereof or thereafter purchased on the open market by the 
Company or one of its subsidiaries as permitted by, and 
for the purposes set forth in, Section 4.01(a) (i) (y) (C) ; 
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(C) the issuance of shares of capital stock to the Company or 
a wholly owned subsidiary of the Company by a subsidiary 
of the Company; 

(D)  the issuance of shares of Company Common Stock pursuant to 
the Company Rights Agreement pursuant to the terms thereof 
as in effect on the date hereof; 

(E) to the extent permitted by Section 5.09(i), the issuance 
of shares of Company Common Stock pursuant to the 
Company's Dividend Reinvestment and Stock Purchase Plan; 
or 

(F) issuances of shares of Company Common Stock which are 
necessary, in the reasonable judgment of the Company, in 
order to maintain the credit ratings of the Company or its 
subsidiaries; provided that any such issuance of shares 
shall be permitted only if prior to such issuance the 
Company shall have consulted with Parent, and the Company 
and Parent shall have been unable to agree on a mutually 
acceptable alternative basis to maintain the credit rating 
of the Company or its subsidiary, as the case may be; 

(iii) amend its certificate of incorporation or by-laws (or 
similar organizational documents) except as may be required by 
Applicable Law or by the rules and regulations of the New York Stock 
Exchange; or 

(iv) (A) directly or indirectly acquire or agree to acquire, 
whether by merging or consolidating with, or by purchasing assets 
of, or by any other 

2 6  

manner, any assets constituting a business or any corporation, 
partnership, joint venture, association, limited liability company 
or other entity or division thereof, other than: 

(x) the acquisition of any business which is regulated by a PUC or 
owned or operated by a municipality or local Governmental 
Entity; provided, that all such acquisitions permitted by this 
clause (x) shall not involve aggregate payments (including debt 
assumption) by the Company and its subsidiaries of more than 
$300,000,000; or 

(y) the acquisition of any business in or related to (1) the water 
services or wastewater services industry or ( 2 )  any line of 
business conducted by Azurix North America Corp. or Azurix 
Industrials Corp. on or prior to the date of consummation of 
the acquisition of such entities which is not regulated by a 
PUC or owned or operated by a municipality or local 
Governmental Entity; provided that all such acquisitions 
permitted by this clause ( y )  shall not involve aggregate 
payments (including debt assumption) by the Company or any of 
its subsidiaries of more than $100,000,000; 
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provided that, if the Company or any of its subsidiaries requests 
the consent of Parent for any acquisition not otherwise permitted by 
this clause (A) then Parent shall promptly inform the Company 
whether Guarantor or any of its subsidiaries is participating or 
intends to participate in the bidding for such acquisition and, if 
Parent informs the Company that Guarantor or one of its subsidiaries 
is participating or intends to participate in the bidding for such 
acquisition or if Guarantor or one of its subsidiaries does in fact 
so participate, then the Company shall not be subject to the 
provisions of this Section 4.01(a)(iv) with respect to such 
acquisition (provided further that, for the purposes of this Section 
4.01(a)(iv), the Company may presume (absent written notice to the 
contrary from Parent) that Guarantor or one of its subsidiaries is 
participating in any competitive bidding process for an acquisition 
which (i) is not prohibited by Section 4.03 and (ii) has been 
marketed broadly to major participants in the water services or 
wastewater services industries and shall not be required to request 
the consent of Parent or otherwise be subject to the provisions of 
this Section 4.01(a) (iv) with respect to any such acquisition); or 

( B )  any other assets that are material (unless such assets 
are acquired in the ordinary course of business), other than assets 
constituting a business the acquisition of which does not require 
consent or approval under Section 4.01 (a) (iv) (A) ; 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any acquisition which requires approval of the Company's Board of 
Directors; or 
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(v) directly or indirectly sell, lease, license, sell and 
leaseback, mortgage or otherwise encumber or subject to any Lien or 
otherwise dispose of any real property, or any other properties or 
assets or any interest therein that are material, individually or in 
the aggregate, other than: 

sales of real property or other properties or assets, 
provided that the fair market value of all such properties 
and assets does not exceed $100,000,000; 

the sale of any property or asset that the Company or one 
of its subsidiaries is legally required, or under bona 
fide threat of condemnation or similar proceedings, to 
sell to any Governmental Entity so long as the Company 
s e l l s  such property or asset to such Governmental Entity 
in a manner consistent with past practice; 

the sale of shares of capital stock or other securities 
which are held as passive minority investments so long as 
such sale is made in an arm's-length transaction; or 

the grant of easements, rights of way and Liens in the 
ordinary course of business consistent with past practice, 
or in connection with secured indebtedness of the Company 
or any of its subsidiaries permitted by Section 
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it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any sale, lease, license, sale/leaseback, mortgage, encumbrance or 
other disposition which requires approval of the Company's Board of 
Directors; or 

(vi) (x) incur any indebtedness or guarantee any indebtedness 
of another person or issue or sell any debt securities or options, 
warrants, calls or other rights to acquire any debt securities of 
the Company or any of its subsidiaries, enter into any interest rate 
protection agreement or other hedging arrangement, guarantee any 
debt securities of another person, enter into any "keep well'l or 
other agreement to maintain any financial statement condition of 
another person or enter into any arrangement having the economic 
effect of any of the foregoing (excluding for purposes of 
clarification, advances received as contemplated by Section 
4.01 (a) (vii) ( B )  ) , except for: 

(A) the incurrence of short-term indebtedness in the ordinary 
course of business consistent with past practice; 
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( B )  the incurrence of long-term indebtedness and interest rate 
protection and other hedging arrangements in respect of 
such long-term indebtedness so long as the aggregate 
amount of such long-term indebtedness outstanding as of 
the end of each fiscal year ended after the date of this 
Agreement (excluding, without duplication, long-term 
indebtedness otherwise permitted under this Section 
4.01 (a) (vi) (x) , but including long-term indebtedness 
incurred to fund capital expenditures permitted by Section 
4.01(a)(vii) to the extent the incurrence of such 
indebtedness is included in the Company's business plan 
described below), does not exceed 110% of the aggregate 
amount of all long-term indebtedness contemplated to be 
outstanding as of the end of such fiscal year by the 
Company's business plan for the five-year period ending on 
December 31, 2005, a true and complete copy of which has 
been provided to Parent prior to the date of this 
Agreement; 

(C )  (1) the incurrence of indebtedness or guarantees of 
indebtedness to finance acquisitions and the incurrence or 
assumption of indebtedness of the entities acquired in 
such acquisitions, in either case in connection with 
acquisitions permitted by Section 4.01 (a) (iv) , or ( 2 )  the 
incurrence of indebtedness or guarantees of indebtedness 
to fund capital expenditures permitted by Section 
4.01 (a) (vii) ; 

(D) the incurrence of any guarantees, bid bonds, performance 
bonds, surety bonds, payment bonds, letters of credit and 
"keep well" agreements and other similar arrangements 
entered into in the ordinary course of business consistent 
with past practice between the Company and its 
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subsidiaries or in support of the indebtedness or other 
obligations of the Company, the Company's subsidiaries or 
among the Company's subsidiaries; or 

(E) the incurrence of indebtedness in an amount equal to (1) 
the cost of Company Common Stock purchased for issuance 
pursuant to Section 4.01(a) (ii) ( B )  , plus (2) the amount of 
cash proceeds that would otherwise be expected to be 
received by the Company from the sale of Company Common 
Stock under the Company's Dividend Reinvestment and Stock 

e 

Purchase Plan after the date, and for so long as, such 
plan is indefinitely suspended pursuant to Section 
5.09(i) ; or 

(y) make any material loans, advances or capital contributions to, 
or investments in, any other person, other than the Company or 
any direct or indirect subsidiary of the Company other than (A) 
investments made in joint ventures formed for purposes 
permitted pursuant to Section 4.01(a) (iv), (B)  loans, advances, 
capital contributions and investments 

29 

made in connection with actions permitted pursuant to Sections 
4.01(a) (iv), (v), (vi) (x), (vii) or (x) or (C) in the ordinary 
course of business; 

it being understood and agreed that the Company and its subsidiaries 
shall consult with Parent (i) on the Company's and its subsidiaries' 
credit ratings and (ii) prior to incurring any material long-term 
indebtedness (other than issuances of tax-free long-term 
indebtedness) of the Company or any of its subsidiaries; or 

(vii) incur or commit to incur any capital expenditures in 
excess of 120% of the amount budgeted in the Company's five-year 
capital plan, a true and complete copy of which has been provided to 
Parent prior to the date of this Agreement, other than: 

capital expenditures required by changes in or newly 
promulgated Applicable Laws or Judgments or applicable 
standards or policies of any Governmental Entity after the 
date of this Agreement; 

capital expenditures funded by customer advances or 
contributions in aid of construction: 

capital expenditures incremental to the Company's 
five-year capital plan as may be required to serve 
customers who generate sufficient revenues to fully fund 
the cost of such capital expenditures without adversely 
affecting customer rates; 

capital expenditures related to the operation of any 
business acquired through an acquisition permitted by 
Section 4.01 (a) (iv) ; 

capital expenditures to the extent covered by insurance or 
as reasonably required in the Company's judgment following 
a catastrophic event; or 
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(F) capital expenditures in connection with performance by the 
Company or one of its subsidiaries under any Contract to 
the extent the Company's or such subsidiary's obligations 
in connection with any such capital expenditure are 
non-recourse to the Company or such subsidiary and funded 
by the United States government; 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any capital expenditure which requires approval of the Company's 
Board of Directors: or 

30 

(viii) except as required by Applicable Law or any Judgment (x) 
pay, discharge, settle or satisfy any material claims (including 
claims of stockholders), liabilities or obligations (whether 
absolute, accrued, asserted or unasserted, contingent or otherwise), 
other than the payment, discharge, settlement or satisfaction of 
claims, liabilities or obligations (A) in the ordinary course of 
business consistent with past practice, (B) as required by their 
terms as in effect on the date of this Agreement or on the date of 
acquisition of the person subject thereto or (C) incurred since the 
date of this Agreement in the ordinary course of business consistent 
with past practice, (y) waive, release, grant or transfer any right 
of material value, other than in the ordinary course of business 
consistent with past practice or ( 2 )  waive any material benefits of, 
or agree to modify in any materially adverse respect, or fail to 
enforce in any material respect, or consent to any material matter 
with respect to which its consent is required under, any material 
confidentiality, standstill or similar agreement to which the 
Company or any of its subsidiaries is a party; 

(ix) except (i) as required to comply with Applicable Law or 
any Judgment, any Collective Bargaining Agreement or any provision 
of any Company Benefit Plan or other Contract as in effect on the 
date of this Agreement, (ii) in the ordinary course of the Company 
or its subsidiaries conducting their respective businesses 
consistent with past practice, (iii) as would, in the discretion of 
the Company, be commercially reasonable in order to retain Company 
Employees (as defined in Section 5.09 (a) ) or to hire (or promote) or 
replace new executives, (iv) as is or would be required to give 
effect to acquisition agreements entered into by the Company and/or 
its subsidiaries or (v) as would not, individually or in the 
aggregate, materially increase the Company's and its subsidiaries' 
annual expense for compensation and benefits provided or to be 
provided to the Company Employees: 

(A) take any action to fund or in any other way secure the 
payment of compensation or benefits under any Company 
Benefit Plan or other Contract; 

(B) take any action to accelerate the vesting or payment of 
any compensation or benefit under any Company Benefit Plan 
or other Contract; 

grant any compensation, benefits, severance or termination 
pay or increases therein to any Participant; or 
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( D )  establish, adopt, enter into, amend or terminate any 
Company Benefit Plan, except as required to implement 
grants or increases permitted under Section 
4.01 (a) (ix) (C) ; or 

(x) (A) enter into any material Contract other than: 

(1) any Contract related to the Company’s PUC-regulated 
business entered into in the ordinary course of 
business consistent with past practice; 

(2) any Contract related to the water services or 
wastewater services industry; provided that the 
average aggregate annual revenues to be received by 
the Company and its subsidiaries over the first three 
years of such Contract, together with the total 
average aggregate annual revenues to be received by 
the Company and its subsidiaries over the first three 
years of all such other Contracts entered into 
pursuant to this clause (2) during the twelve-month 
period beginning on the date of this Agreement or 
during any subsequent twelve-month period shall not 
exceed $60 million per year (excluding any consumer 
price index or other similar adjustments and without 
regard to any extension thereof); provided, further 
that (A) the average annual amounts of any payments 
to be made to the Company during the first three 
years of such Contract in respect of any capital 
expenditures permitted by Section 4.01(a) (vii)(F) of 
this Agreement and other recovered costs of capital 
in respect thereof shall not count against such $60 
million per year limit and ( B )  the average annual 
amounts of any associated recovery of capital 
improvement costs (and, in the case of any 
I1design-build-operate” Contract, payments in respect 
of the I1design-build” portion of such Contract to the 
extent that those payments are (x) guaranteed by a 
non-affiliate of the Company which the Company 
reasonably determines is sufficiently creditworthy or 
(y) passed through to third parties who perform the 
”design-build” portion of such Contract) during the 
first three years of such Contract shall not count 
against such $60 million per year limit; or 

(3) any contract providing for any transaction otherwise 
permitted by this Section 4.01 (a) ; 

provided that if the Company or any of its subsidiaries requests the 
consent of Parent to enter into any Contract not otherwise permitted 
by this clause (A) then Parent shall promptly inform the Company 
whether Guarantor or any of its subsidiaries is participating or 
intends to participate in the bidding for such Contract and, if 
Parent informs the Company that Guarantor or one of its subsidiaries 
is participating or intends to participate in the bidding for such 
Contract or if Guarantor or one of its subsidiaries does in fact so 
participate, then the Company shall not be subject to the provisions 
of this clause (A) with respect to such Contract (provided further 
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Company may presume (absent written notice to the contrary from 
Parent) that Guarantor or one of its subsidiaries is participating 
in any competitive bidding process for a Contract which has been 
marketed broadly to major participants in the water services or 
wastewater services industries and shall not be required to request 
the consent of Parent or otherwise be subject to the provisions of 
this clause (A) with respect to any such Contract); 

it being understood and agreed that the Company and its subsidiaries 
shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable 
documentation describing, and consult with Parent with respect to, 
any material Contract which requires the approval of the Company's 
Board of Directors; 

( B )  renew any material Contract unless such renewal (i) shall 
not modify the terms of such Contract, taken as a whole, in any material 
adverse respect or (ii) is on terms that are reasonably agreed to by the 
Company in carrying on its business in the ordinary course; or 

(C) modify, amend, waive or terminate (x) any material Contract 
other than in the ordinary course of business or (y) the Filed Contracts, 
in either case without consulting with Parent in good faith in advance; 
or 

(xi) authorize any of, or commit, resolve or agree to take any 
of, the foregoing actions. 

(b) Administration of Consents. Any request for a consent of Parent 
under Section 4.01(a), and any correspondence between the parties with 
respect to those consents (including the granting or refusal to grant any 
such consent) and any consultation required under Section 4.01(a) shall 
be made solely by and between the person identified in Section 4.01(b) of 
the Company Disclosure Schedule, on behalf of the Company and its 
subsidiaries, and the person identified in Section 4.01(b) of the Parent 
Disclosure Schedule, on behalf of Guarantor, Parent and their respective 
subsidiaries. 

(c) Control of the Company's Business. It is understood and agreed 
that Guarantor, Parent, Sub and their affiliates do not have the right to 
control or direct the Company's operations prior to the Effective Time. 
Prior to the Effective Time, the Company shall exercise, consistent with 
the terms and conditions of this Agreement, complete control and 
supervision over its operations. 

( d )  Certain Tax Matters. Except as set forth in Section 4.01(d) of 
the Company Disclosure Schedule, dning the period from the date of this 
Agreement to the Effective Time, the Company shall, and shall cause each 
of its subsidiaries to, (i) not make any material tax election without 
Parent's consent and (ii) to the extent permitted by the applicable 
agreement, cause all existing tax sharing agreements to be terminated as 
of the Closing Date. 

3 3  

(e) Utility Filings. The Company shall, and shall cause each of its 
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subsidiaries to, timely file in the ordinary course of business 
consistent with past practice all rate applications and all other 
material filings required to be made with PUCs. Except for filings in the 
ordinary course of business consistent with past practice that 
individually or in the aggregate would not reasonably be expected to have 
a material adverse effect, the Company shall, and shall cause each of its 
subsidiaries to, consult with Parent reasonably in advance of making any 
filing to implement any changes in any of its or any of its subsidiaries' 
rates or surcharges for water service, standards of service or 
accounting. 

SECTION 4 . 0 2 .  No Solicitation. (a) From and after the date hereof, 
the Company agrees (i) that it and its subsidiaries shall not, nor shall it or 
its subsidiaries authorize or knowingly permit any director, officer or 
employee of the Company or any of its subsidiaries or any investment banker, 
attorney, accountant or other advisor or representative of the Company or any 
of its subsidiaries (collectively, the lrRepresentativesr1) to, directly or 
indirectly, solicit, initiate or encourage, or take any other action knowingly 
to facilitate, any Takeover Proposal (as defined below) or engage in any 
discussions or negotiations regarding, or provide any nonpublic information or 
data to make or implement, any Takeover Proposal, in each case other than a 
Takeover Proposal made by Parent; (ii) that it shall immediately cease and 
cause to be terminated any existing discussions or negotiations with any third 
persons conducted heretofore with a view to formulating a Takeover Proposal; 
and (iii) that it shall immediately notify Parent of the receipt of any 
Takeover Proposal and that it shall keep Parent informed of the status of such 
Takeover Proposal; provided, however, that, at any time prior to obtaining the 
Stockholder Approval, the Company may, in response to a bona fide Takeover 
Proposal that the Board of Directors of the Company determines in good faith 
could reasonably be expected to lead to a Superior Proposal (as defined below) 
and which Takeover Proposal did not result from a breach of this Section 4 . 0 2 ,  
(x) furnish information with respect to the Company and its subsidiaries to 
the person making such Takeover Proposal (and its representatives) pursuant to 
a customary confidentiality agreement (except that such confidentiality 
agreement shall not prohibit such person from making an unsolicited Takeover 
Proposal), provided that all such information is provided on a prior or 
substantially concurrent basis to Parent, and (y) participate in discussions 
or negotiations with the person making such Takeover Proposal (and its 
representatives) regarding such Takeover Proposal. 

The term "Takeover Proposal" means any inquiry, proposal or offer 
from any person relating to, or that is reasonably likely to lead to, any 
direct or indirect acquisition, in one transaction or a series of 
transactions, including by way of any merger, consolidation, tender offer, 
exchange offer, binding share exchange, business combination, 
recapitalization, liquidation, dissolution, joint venture or similar 
transaction, of (A) assets or businesses that constitute or represent 2 0 %  or 
more of the total revenue, operating income, EBITDA or assets of the Company 
and its subsidiaries, taken as a whole, or (B) 20% or more of the outstanding 
shares of Company Capital Stock or capital stock of, or other equity or voting 
interests in, any of the Company's subsidiaries directly or indirectly holding 
the assets or businesses referred to in clause (A) above. 

(b) Neither the Board of Directors of the Company nor any committee 
thereof shall (i) withdraw (or modify in a manner adverse to Parent or Sub) or 
propose publicly 

3 4  

to withdraw (or modify in a manner adverse to Parent or Sub) the 
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recommendation or declaration of advisability by such Board of Directors of 
the Company or any such committee of this Agreement or the Merger, or 
recommend, or propose publicly to recommend, the approval or adoption of any 
Takeover Proposal (other than a Takeover Proposal made by Parent) (each such 
action being referred to herein as an IIAdverse Recommendation Change"), unless 
the Board of Directors of the Company determines in good faith, based on such 
matters as it deems appropriate, after consulting with legal counsel, that 
such action is necessary for the Board of Directors of the Company to comply 
with its fiduciary duties to the Company's stockholders under applicable law 
and the Company's certificate of incorporation, (ii) adopt or approve, or 
publicly propose to adopt or approve, any Takeover Proposal (other than a 
Takeover Proposal made by Parent), or withdraw its approval of the Merger, 
(iii) cause or permit the Company to enter into any letter of intent, 
memorandum of understanding, agreement in principle, acquisition agreement, 
merger agreement, joint venture agreement, partnership agreement or other 
agreement (each, an llAcquisition Agreement") constituting or related to any 
Takeover Proposal (other than a confidentiality agreement referred to in 
Section 4.02(a)) or (iv) agree or resolve to take any of the actions 
prohibited by clauses (i), (ii) or (iii) of this sentence. Notwithstanding 
anything in this Agreement to the contrary, at any time prior to obtaining the 
Stockholder Approval, the Board of Directors of the Company may, in response 
to a Superior Proposal (as defined below) that did not result from a breach of 
Section 4.02(a), cause the Company to terminate this Agreement pursuant to 
Section 7.01(f) and concurrently or promptly thereafter enter into an 
Acquisition Agreement; provided, however, that the Company shall not terminate 
this Agreement pursuant to Section 7.01(f), unless the Company shall have 
complied with all the provisions of this Section 4.02 (except for any failure 
to comply that would not adversely affect the rights of Parent under this 
Section 4.02), including the notification provisions in this Section 4.02, and 
with all applicable requirements of Section 5.06(b) (including the payment of 
the Termination Fee (as defined in Section 5.06(b)) prior to or concurrently 
with such termination); and provided further, however, that the Company shall 
not exercise its right to terminate this Agreement pursuant to Section 7,01(f) 
until the fifth business day following Parent's receipt of written notice (a 
"Notice of Superior Proposal") from the Company advising Parent that the Board 
of Directors of the Company has received a Superior Proposal specifying the 
terms and conditions of the Superior Proposal, identifying the person making 
such Superior Proposal and stating that the Board of Directors of the Company 
intends to exercise its right to terminate this Agreement pursuant to Section 
7.01(f) (it being understood and agreed that, prior to any such termination 
taking effect, any amendment to the price or any other material term of a 
Superior Proposal shall require a new Notice of Superior Proposal and a new 
five business day period). 

The term 'ISuperior Proposal" means any bona fide written offer made 
by a third party in respect of (i) a transaction that if consummated would 
result in such third party acquiring, directly or indirectly, 50% or more of 
the voting power of the Company Common Stock or 50% or more of the assets of 
the Company and its subsidiaries, taken as a whole, or (ii) a direct merger 
between such third party and the Company, in either case providing for 
consideration to the Company's stockholders consisting of cash and/or 
securities (it being understood that securities retained by the Company's 
stockholders be included for purposes of 
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0 this determination), which transaction the Board of Directors of the Company 
determines in its good faith judgment (after consultation with a financial 
advisor of nationally recognized reputation) (taking into account the person 
making the offer, the consideration offered, the likelihood of consummation 
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(including the legal, financial and regulatory aspects of the offer) as well 
as any other factors deemed relevant by the Board of Directors of the Company) 
to be more favorable from a financial point of view to the stockholders of the 
Company, taking into account any changes to the terms of this Agreement 
offered by Parent in response to such Superior Proposal or otherwise. 

(c) Nothing contained in this Section 4.02 or elsewhere in this 
Agreement shall prohibit the Company from (i) taking and disclosing to its 
stockholders a position contemplated by Rule 14e-2(a) promulgated under the 
Exchange Act or (ii) making any disclosure to the Company's stockholders if, 
in the good faith judgment of the Board of Directors of the Company, after 
consultation with outside counsel, failure to make such disclosure would be 
inconsistent with applicable law; provided, however, that in no event shall 
the Company or its Board of Directors or any committee thereof take, agree or 
resolve to take any action prohibited by Section 4.02(b)(i) (subject to the 
last clause of Section 4.02 (b) (i)) or Section 4.02 (b) (ii) . 

SECTION 4.03. Certain Conduct of the Parties. (a) During the period 
from the date of this Agreement to the Effective Time, except as consented to 
in writing by the Company (which consent shall not be unreasonably withheld or 
delayed and which consent shall be deemed given if Parent has not received 
written notice otherwise from the Company within eight business days after 
requesting such consent of the Company), Guarantor and Parent shall not, and 
shall cause their subsidiaries not to, directly or indirectly (a) acquire or 
agree to acquire or, except as required by Applicable Law, the rules and 
regulations of the Frankfurt Stock Exchange or, with respect to any disclosure 
by any subsidiary, the rules and regulations of the principal stock exchange 
on which such subsidiary's securities are listed, publicly disclose any 
acquisition, in one transaction or a series of transactions, including by way 
of any merger, consolidation, tender offer, exchange offer, binding share 
exchange, business combination, recapitalization, liquidation, dissolution, 
joint venture or similar transaction, of (i) any United States water services or 
wastewater services business that is regulated by a PUC or is owned or 
operated by a municipality or local Governmental Entity (other than any such 
acquisition which does not involve aggregate payments (including debt 
assumption) by Guarantor, Parent or their subsidiaries in excess of $20 
million) or (ii) (A) any business that would, upon the consummation of such 
acquisition, (x) cause Guarantor, Parent or any of their respective 
subsidiaries to be required to register as a holding company under the Holding 
Company Act or (y) subject Guarantor, Parent, Sub or any of their respective 
subsidiaries to regulation under the Holding Company Act in a manner that 
would raise substantive questions with respect to the ownership by any of them 
of any water or wastewater business or ( B )  any business (x) that would, upon 
the consummation of such acquisition, subject Guarantor, Parent or any of 
their respective subsidiaries to regulation under the Holding Company Act in a 
manner other than that described in clause (A) above or (y) that is a United 
States gas or electric utility, if in the case of clause ( B ) ,  such business is 
subject to regulation as a gas or electric utility (or similar designation) by 
a PUC in any state which the parties agree is material or (b) take any other 

obtaining any Parent 
a action that would reasonably be expected to (i) materially impede or delay 

Required Consent or Company Required Consent or the satisfaction of the 
conditions set forth in Section 6.01(c) 
Company Act), 6.01(d) or 6.02 (d) or (ii) otherwise materially impede or delay 
the consummation of the Merger. In the event that Guarantor or Parent shall 
seek the consent of the Company to make an acquisition of the type described 
in Section 4.03 (a) (a) (ii) ( B )  , the sole basis on which the Company may withhold 

(to the extent relating to the Holding 0 
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its consent shall be a determination by the Company t_-at such acquisition 
would reasonably be expected to (x) materially impede or delay obtaining any 
Parent Required Consent or Company Required Consent or the satisfaction of the 
conditions set forth in Section 6.01(c) (to the extent relating to the Holding 

the consummation of the Merger. 
e Company Act), 6.01 (d) or 6.02 (d) or (y) otherwise materially impede or delay 

(b) Prior to the obtaining of the Stockholder Approval, Guarantor 
and Parent shall not, and shall cause their respective subsidiaries not to, 
acquire "beneficial ownership" (as such term is defined for purposes of 
Section 13(d) of the Exchange Act) of any shares of Company Common Stock. 
After the obtaining of the Stockholder Approval, Guarantor and Parent shall 
not, and shall cause their respective subsidiaries not to, acquire shares of 
Company Common Stock if such acquisition would result in Guarantor, Parent and 
their subsidiaries acquiring "beneficial ownership'l (as so defined) of more 

such acquisition. 

e 

I 
I 

I than 4.9% of the shares of Company Common Stock outstanding at the time of 

e 
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(c) During the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent 
shall not be unreasonably withheld or delayed and which consent shall be 
deemed given if the Company has not received written notice otherwise from 
Parent within eight business days after requesting such consent of Parent), 
the Company shall not, and shall cause its subsidiaries not to, directly or 
indirectly, take any action that would reasonably be expected to (i) 
materially impede or delay obtaining any Parent Required Consent or Company 
Required Consent or the satisfaction of the conditions set forth in Section 
6.01(c) (to the extent relating to the Holding Company Act), 6.01(d) or 
6.02(d) or (ii) otherwise materially impede or delay the consummation of the 
Merger. 

ARTICLE V 
Additional Agreements 

0 

SECTION 5.01. Preparation of the Proxy Statement; Stockholders 
Meeting. (a) As promptly as reasonably practicable following the date of this 
Agreement, the Company shall prepare and file with the SEC the Proxy Statement 
in preliminary form and the Company shall use its reasonable best efforts to 
respond as promptly as practicable to any comments of the SEC with respect 
thereto and to cause the Proxy Statement to be mailed to the Company's 
stockholders as promptly as practicable following the date of this Agreement. 
The Company shall promptly notify Parent upon the receipt of any comments from 
the SEC or its staff or any request from the SEC or its staff for amendments 
or supplements to the Proxy Statement and shall provide Parent with copies of 
all correspondence between the Company and its 

e 

37 

I representatives, on the one hand, and the SEC and its staff, on the other 
hand. Parent shall promptly provide any information or responses to comments, 
or other assistance, reasonably requested in connection with the foregoing. 
Prior to filing or mailing the Proxy Statement (or any amendment or supplement 
thereto) or responding to any comments of the SEC with respect thereto, the 
Company (i) shall provide Parent an opportunity to review and comment on such 
document or response and (ii) shall give reasonable consideration to all 
comments proposed by Parent. 

~@ 

e 
(b) The Company shall, as promptly as reasonably practicable following 

the date of this Agreement, establish a record date for, duly call, give 
notice of, convene and hold a meeting of its stockholders (the I1Stockholders 
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Meeting") for the purpose of obtaining the Stockholder Approval, regardless of 
whether an Adverse Recommendation Change has occurred at any time after the 
date of this Agreement. The Company shall, through its Board of Directors, 
recommend to its stockholders that they adopt this Agreement, and shall 
include such recommendation in the Proxy Statement, in each case subject to 
its rights under Section 4.02(b) (i). Without limiting the generality of the 
foregoing, the Company agrees that its obligations pursuant to this Section 
5.01(b) shall not be affected by the commencement, public proposal, public 
disclosure or communication to the Company or any other person of any Takeover 
Proposal. 

SECTION 5.02. Access to Information; Confidentiality; Transition 
Planning. (a) The Company shall, and shall cause each of its subsidiaries to, 
afford to Parent, and to Parent's officers, employees, investment bankers, 
attorneys, accountants and other advisors and representatives, reasonable 
access at reasonable times and during normal business hours during the period 
prior to the Effective Time or the termination of this Agreement, in a manner 
which does not unreasonably interfere with the business and operations of the 
Company, to all their respective properties, assets, books, contracts, 
commitments, directors, officers, employees, attorneys, accountants, auditors, 
other advisors and representatives and records and, during such period, the 
Company shall, and shall cause each of its subsidiaries to, make available to 
Parent on a prompt basis (a) access to each material report, schedule, form, 
statement and other document filed or received by it during such period to or 
from any PUC or pursuant to the requirements of applicable securities laws and 
(b) all other information concerning its business, properties and personnel as 
Parent may reasonably request; provided that such right of access shall not 
include sampling, testing or Phase I1 environmental site assessment 
activities. For the purposes of this Section 5.02, all communications, 
including requests for information or access, pursuant to this Section 5.02, 
shall only be made by and between a representative of each of Parent, on the 
one hand, and of the Company, on the other hand, which representative (a) 
shall initially be Jim McGivern for Parent and Ellen Wolf for the Company and 
(b) may be replaced with a substitute representative by either party from time 
to time upon reasonable written notice to the other party. The Company will 
promptly advise Parent of any material developments in its business. 
Notwithstanding the foregoing, (i) the Company and its subsidiaries shall not 
be required to provide any information to the extent that the Company or any 
of its subsidiaries is legally obligated to keep such information confidential 
or otherwise not to provide such information or to the extent that such access 
would constitute a waiver of the attorney-client privilege and (ii) the 
Company shall provide access to those properties, assets, books, contracts, 

38 

e 

commitments, directors, officers, employees, attorneys, accountants, auditors, 
other advisors and representatives and records described above of its 
subsidiaries that are not wholly-owned subsidiaries only to the extent that 
the Company has or is reasonably able to obtain such access. Parent will hold, 
and will direct its officers, employees, investment bankers, attorneys, 
accountants and other advisors and representatives to hold, any and all 
information received from the Company, directly or indirectly, in confidence 
in accordance with the Confidentiality Agreement dated June 26, 2001, among 
Guarantor, Thames and the Company (as it may be amended from time to time, the 
lrConfidentiality Agreement") . 

I 

a (b) The Company and Parent shall, and shall cause each of their 
I respective subsidiaries to, reasonably cooperate to obtain an orderly 

transition and integration process in connection with the Merger in order to I 
minimize the disruption to, and preserve the value of, the business of the 
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Surviving Corporation and it ubsidiaries d ri g the period from and after 
the Effective Time. The Company and Parent agree that such cooperation shall 
include the development as soon as reasonably practicable following the date 
hereof of a mutually acceptable integration plan on a business-by-business and 
region-by-region basis with reasonable provisions for visitation by employees. 

SECTION 5.03. Reasonable Best Efforts; Notification. Upon the terms 
and subject to the conditions set forth in this Agreement, each of the parties 
agrees to use its reasonable best efforts to take, or cause to be taken, all 
actions that are necessary, proper and advisable to consummate and make 
effective the Merger and the other transactions contemplated by this Agreement 
and the Company Voting Agreement, including using its reasonable best efforts 
to accomplish the following as promptly as reasonably practicable following 
the date of this Agreement: (a) the taking of all acts necessary to cause the 
conditions precedent set forth in Article VI to be satisfied, (b) the 
obtaining of all necessary actions or nonactions, waivers, consents, 
approvals, orders and authorizations from Governmental Entities and the making 
of all necessary registrations, declarations and filings and the taking of all 
steps as may be necessary to obtain an approval (including the Company 
Required Consents and the Parent Required Consents) or waiver from, or, to the 
extent any approval or waiver cannot be obtained, to avoid the need to obtain 
an approval (including the Company Required Consents and the Parent Required 
Consents) or waiver from, or to avoid an action or proceeding by, any 
Governmental Entity and (c) the obtaining of all necessary consents, approvals 
or waivers from third parties. In connection with and without limiting the 
foregoing, the Company shall, if any state takeover statute or similar statute 
or regulation is or becomes applicable to this Agreement, the Company Voting 
Agreement, the Merger or any of the other transactions contemplated hereby or 
thereby, use its reasonable best efforts to allow the Merger and the other 
transactions contemplated by this Agreement and the Company Voting Agreement 
to be consummated as promptly as practicable on the terms contemplated by this 
Agreement and the Company Voting Agreement and otherwise to minimize the 
effect of such statute or regulation on this Agreement, the Company Voting 
Agreement, the Merger and the other transactions contemplated hereby and 
thereby. The Company, Guarantor and Parent shall provide such assistance, 
information and cooperation to each other as is reasonably requested in 
connection with the foregoing and, in connection therewith, shall notify the 
other person promptly following the receipt of any comments from any 
Governmental Entity and of any request by any Governmental Entity for 

39 

amendments, supplements or additional information in respect of any 
registration, declaration or filing with such Governmental Entity and shall 
supply the other person with copies of all correspondence between such person 
or any of its representatives, on the one hand, and any Governmental Entity, 
on the other hand. In addition, the Company, Guarantor and Parent shall 
cooperate to promptly develop a mutually acceptable plan to obtain the Company 
Required Consents and the Parent Required Consents as expeditiously as 
reasonably practicable and without undue expense. To the extent that either 
party or any of its subsidiaries is required to make any registration, 
declaration or filing with any PUC in connection with obtaining the Company 
Required Consents or the Parent Required Consents, such party shall use its 
reasonable best efforts to (i) provide the other party an opportunity to 
review and comment on such registration, declaration or filing reasonably in 
advance of making any such registration, declaration or filing, (ii) give 
reasonable consideration to all comments proposed by the other party and (iii) 
if applicable, coordinate the submission of such registration, declaration or 
filing with the other party. Neither the Company nor any of its subsidiaries 
shall enter into or agree to any terms or conditions in connection with 
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obtaining the Company Required Cc e ts without the prio written consent of 
Parent (which consent shall not be unreasonably withheld or delayed). None of 
Guarantor, Parent, Sub or any of their respective subsidiaries shall enter 
into or agree to any terms or conditions in connection with obtaining the 

e Parent Required Consents without the prior written consent of the Company 
(which consent shall not be unreasonably withheld or delayed). 

SECTION 5.04. Company Stock Options. (a) As soon as practicable , following the date of this Agreement, the Company shall ensure that the Board 
of Directors of the Company (or, if appropriate, any committee administering 
the Company Stock Plans) shall adopt such resolutions or take such other 
actions (if any) as may be required to provide that: 0 

(i) each Company Stock Option outstanding immediately prior to 
the Effective Time (whether vested or unvested) shall be converted 
at the Effective Time into the right to receive an amount of cash 
equal to (A) the excess, if any, of (1) the Merger Consideration 
over (2) the exercise price per share of Company Common Stock 
subject to such Company Stock Option, multiplied by (B) the number 
of shares of Company Common Stock for which such Company Stock 
Option shall not theretofore have been exercised; 

(ii) each Company Stock Issuance Right outstanding immediately 
prior to the Effective Time (whether vested or unvested) shall be 
converted at the Effective Time into the right to receive an amount 
of cash equal to the product of (A) the Merger Consideration and (B) 
the number of shares of Company Common Stock subject to such Company 
Stock Issuance Right; and 

(iii) make such other changes to the Company Stock Plans as the 
Company and Parent may agree are appropriate to give effect to the 
Merger. 
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(b) All amounts payable pursuant to Section 5.04(a) shall be subject 
to any required withholding of taxes or proof of eligibility of exemption 
therefrom, and shall be paid as soon as practicable following the Effective 
Time, without interest. 

(c) The Company shall take all actions determined to be necessary to 
effectuate the provisions of this Section 5.04 as mutually agreed by Parent 
and the Company. Prior to the Effective Time, the Company shall ensure that 
the Board of Directors of the Company (or, if appropriate, any committee 
administering the Company Stock Plans) shall take or cause to be taken such 
actions as are required to cause (i) the Company Stock Plans to terminate as 
of the Effective Time and (ii) the provisions in any other Company Benefit 
Plan providing for the issuance, transfer or grant of any capital stock of the 
Company or any interest on or following the Effective Time in respect of any 
capital stock of the Company to be deleted as of the Effective Time. 0 

SECTION 5.05. Indemnification, Exculpation and Insurance. (a) To the 
I extent, if any, not provided by an existing right of indemnification or other 

agreement or policy, from and after the Effective Time, Guarantor and Parent 
shall, to the fullest extent permitted by applicable law, indemnify, defend 

date hereof, or who becomes prior to the Effective Time, an officer or 
director of the Company or any of its subsidiaries (each an IIIndemnified 
Party" and, collectively, the "Indemnified Parties") against (i) all losses, 
expenses (including reasonable attorney's fees and expenses), claims, damages 

l and hold harmless each person who is now, or has been at any time prior to the 

I 
I *  

I 
I 
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or liabilities or, subject to the proviso of the next succeeding sentence, 
amounts paid in settlement, arising out of actions or omissions occurring at 
or prior to the Effective Time (and whether asserted or claimed prior to, at 
or after the Effective Time) that are, in whole or in part, based on or 
arising out of the fact that such person is or was a director or officer of 
the Company or any of its subsidiaries ("Indemnified Liabilities"), and (ii) 
all Indemnified Liabilities to the extent they are based in whole or in part 
on or arise in whole or in part out of or pertain to this Agreement or the 
transactions contemplated hereby. In the event of any such loss, expense, 
claim, damage or liability (whether or not arising before the Effective Time), 
Guarantor and Parent shall pay or cause to be paid the reasonable fees and 
expenses of counsel selected by the Indemnified Parties, which counsel shall 
be reasonably satisfactory to Parent, promptly after statements therefor are 
received and otherwise advance to such Indemnified Party upon request 
reimbursement of documented expenses reasonably incurred; provided, however, 
that Guarantor and Parent shall not be liable for any settlement effected 
without its written prior consent (which consent shall not be unreasonably 
withheld or delayed). In the event any Indemnified Party is required to bring 
any action against Guarantor or Parent to enforce rights or to collect money 
due under this Agreement and such action results in a final, non-appealable 
judgment in favor of such Indemnified Party, Guarantor and Parent shall 
reimburse such Indemnified Party for all of its reasonable expenses in 
bringing and pursuing such action. Each Indemnified Party shall be entitled to 
the advancement of expenses to the full extent contemplated in this Section 
5.05(a) in connection with any such action; provided, however, that any person 
to whom expenses are advanced provides an undertaking, if and to the extent 
required by the DGCL, to repay such advances if it is ultimately determined 
that such person is not entitled to indemnification. 

e 

e 
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e 

e 

(b) For six years after the Effective Time, Guarantor and Parent shall 
maintain in effect (i) the Company's current directors' and officers' 
liability insurance covering each person currently covered by the Company's 
directors' and officers' liability insurance policy for acts or omissions 
occurring prior to the Effective Time on terms with respect to such coverage 
and amounts no less favorable in the aggregate to such directors and officers 
than those of such policy as in effect on the date of this Agreement; provided 
that Guarantor or Parent may substitute therefor policies of a reputable 
insurance company the terms of which, including coverage and amount, are no 
less favorable in the aggregate to such directors and officers than the 
insurance coverage otherwise required under this Section 5.05(b); provided 
however, that in no event shall Guarantor and Parent be required to pay 
aggregate annual premiums for insurance under this Section 5.05(b) in excess 
of 200% of the amount of the aggregate premiums paid by the Company for the 
year from July 22, 2001 through July 22, 2002 for such purpose (which premiums 
for the year from July 22, 2001 through July 22, 2002 are hereby represented 
and warranted by the Company to be $327,500), provided that Guarantor and 
Parent shall nevertheless be obligated to provide a policy with the best 
coverage available as may be obtained for such 200% amount and (ii) in the 
Restated Certificate of Incorporation and By-Laws of the Surviving Corporation 
the provisions regarding elimination of liability of directors and 
indemnification of, and advancement of expenses to, officers or directors 
contained in the Restated Certificate of Incorporation attached as Exhibit A 
and the current By-Laws of the Company. 

e 

(c) In the event that Guarantor or Parent or any of their successors 
or assigns (i) consolidates with or merges into any other person and is not 
the continuing or surviving corporation or entity of such consolidation or 
merger or (ii) transfers or conveys all or substantially all its properties 
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and assets to any person, then, and in each such case, Guarantor and Parent 
shall cause proper provision to be made so that the successors and assigns of 
Guarantor or Parent, as the case may be, assume the obligations set forth in 
this Section 5.05. 

(d) To the fullest extent permitted by law, from and after the 
Effective Time, all rights to indemnification as of the date hereof in favor 
of the directors and officers of the Company and its subsidiaries with respect 
to their activities as such prior to the Effective Time, as provided in, with 
respect to the Company, the Restated Certificate of Incorporation attached as 
Exhibit A and the current By-Laws of the Company, or, with respect to the 
Company's subsidiaries, their respective certificates of incorporation and 
by-laws (or similar organizational documents) in effect on the date hereof, or 
otherwise in effect on the date hereof, shall survive the Merger and shall 
continue in full force and effect for a period of not less than six years from 
the Effective Time; provided, however, that in the event any claim or claims 
are asserted or made within such six-year period, all such rights to 
indemnification in respect of such claim or claims shall continue until the 
final disposition thereof. 

(e) The provisions of this Section 5 . 0 5  are intended to be for the 
benefit of, and will be enforceable by, each Indemnified Party, his or her 
heirs and his or her representatives. 
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SECTION 5.06. Fees and Expenses. (a) Except as provided below, all 
fees and expenses incurred in connection with this Agreement, the Company 
Voting Agreement, the Merger and the other transactions contemplated hereby 
and thereby shall be paid by the party incurring such fees or expenses, 
whether or not the Merger is consummated. 

(b) In the event that (i) (A) a Takeover Proposal shall have been 
made to the Company or its stockholders or any person has publicly announced 
an intention (which has not been withdrawn) to make a Takeover Proposal, ( B )  
thereafter this Agreement is terminated by either Parent or the Company 
pursuant to Section 7.01(b) (i) (but only if the Stockholders Meeting has not 
been held by the date that is five business days prior to the date of such 
termination due to a breach of Section 5.01 by the Company) or 7.01(b) (iii) 
and (C) within 12 months after such termination, the Company or any of its 
subsidiaries enters into a definitive agreement to consummate, or consummates, 
any Takeover Proposal (solely for purposes of this Section 5.06(b) (i) (C), the 
term "Takeover Proposalf1 shall have the meaning set forth in the definition of 
Takeover Proposal contained in Section 4.02(a) except that all references to 
20% shall be deemed references to 50%), (ii) this Agreement is terminated by 
the Company pursuant to Section 7.01(f) or (iii) this Agreement is terminated 
by Parent pursuant to Section 7.01(c), then the Company shall pay Parent a fee 
equal to $138 million (the IITermination Fee") by wire transfer of same day 
funds to an account in the United States designated by Parent (x) in the case 
of a termination by the Company pursuant to Section 7.01(f), concurrently with e 

, such termination, ( y )  in the case of a termination by Parent pursuant to 
I Section 7.01(c), within two business days after such termination and ( 2 )  in 
I the case of a payment as a result of any event referred to in Section , 

5.06(b)(i)(C), upon the first to occur of such events. The Company 
acknowledges that the agreements contained in this Section 5.06(b) are an 
integral part of the transactions contemplated by this Agreement, and that, 
without these agreements, Parent would not enter into this Agreement; 
accordingly, if the Company fails promptly to pay the amounts due pursuant to 
this Section 5.06(b), and, in order to obtain such payment, Parent commences a 
suit that results in a final, non-appealable judgment against the Company for 

e 
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the amounts set forth in this Section 5.06(b), the Company shall pay to Parent 
interest on the amounts set forth in this Section 5.06(b) from and including 
the date payment of such amount was due to but excluding the date of actual 
payment at the prime rate of The Chase Manhattan Bank in effect on the date 
such payment was required to be made, together with reasonable legal fees and 
expenses incurred in connection with such suit. 

e 

(c) If this Agreement is terminated (i) by the Company pursuant to 
Section 7.01(e) (other than on account of a breach of Section 3.02(d), Section 
4.03 or Section 5.03) or [ii) by Parent pursuant to Section 7.01(d), then the 
non-terminating party shall promptly (but not later than five business days 
after receipt of notice of the amount due from the other party) pay to the 
terminating party an amount equal to all documented out-of-pocket expenses and 
fees incurred by such terminating party or its affiliates (including 

e 

4 3  

e 

e 

e 

e 

fees and expenses payable to all legal, accounting, financial, public 
relations and other professional advisors) arising out of, in connection with 
or related to the Merger or the other transactions contemplated by this 
Agreement ("Out-of-Pocket Expenses1') not to exceed $20 million in the 
aggregate; provided, however, that if this Agreement is terminated under the 
circumstances described in clauses (i) or (ii) above by a party as a result of 
a willful breach by the non-terminating party, the terminating party may 
pursue any remedies available to it at law or in equity and such party's 
Out-of-pocket Expenses shall not be limited to $20 million. 

SECTION 5.07. [Intentionally omitted]. 

SECTION 5.08. Collective Bargaining Agreements. From and after the 
Effective Time, Parent shall cause the Surviving Corporation and its 
subsidiaries to honor and continue to be bound by the terms of all collective 
bargaining agreements to which the Company or any of its subsidiaries is a 
party (the "Collective Bargaining Agreements") . 

SECTION 5.09. Benefits Matters. (a) For purposes hereof, "Company 
Employees" shall mean those individuals who are employees of the Company and 
its subsidiaries (including those employees who are on vacation, leave of 
absence, disability or maternity leave) as of the Effective Time. 

e 

(b) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, Parent shall, and shall cause the Surviving 
Corporation to, give the Company Employees full credit, for all purposes, 
under any employee benefit plans or arrangements maintained by Parent's (or 
one of its subsidiaries') water business in the United States, the Surviving 
Corporation and their respective subsidiaries, and in which Company Employees 
may become eligible to participate for the Company Employees' service with the 
Company and its subsidiaries to the same extent recognized by the Company and 
its subsidiaries immediately prior to the Effective Time, except for purposes 
of benefit accrual under defined benefit pension plans in which the Company 
Employees do not participate immediately prior to the Effective Time, so long 
as credit for past: service under any such pension plan is also not given to 
other employees employed in Parent's (or one of its subsidiaries1) water 
businesses in the United States or to the extent giving such credit would 
result in a duplication of benefits (including in respect of benefit accrual 
under defined benefit pension plans) for the same period of service. 

e 

I 

~e 
(c) Subject to Applicable Law and Judgments and obligations under 

Collective Bargaining Agreements, Parent shall, and shall cause the Surviving 
Corporation to, (i) waive all limitations as to preexisting conditions, 
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exclusions and waiting periods with respect to participation and coverage 
requirements applicable to the Company Employees and, to the extent 
applicable, any retired employee constituting a member of the Retiree Group 
(as defined below) (any such employee a "Retired Employeell) under any welfare 
benefit plans in which such employees may be eligible to participate after the 
Effective Time to the extent waived under the applicable Company Benefit Plan 
immediately prior 

4 4  

to the Effective Time and (ii) provide each Company Employee (and each Retired 
Employee) with credit for any co-payments and deductibles paid prior to the 
Effective Time in the calendar year in which the Effective Time occurs (or, if 
later, the year in which such Company Employee (and each Retired Employee) 
commences participation) in satisfying any applicable deductible or 
out-of-pocket requirements under any welfare plans in which such Company 
Employee (and each Retired Employee) is eligible to participate after the 
Effective Time. 

(d) Parent agrees to honor, and shall cause the Surviving Corporation 
to honor, the Company Benefit Plans disclosed in the Filed SEC Documents or 
Section 3.01(k)(i) of the Company Disclosure Schedule in accordance with their 
current terms. Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, for a period of 18 months immediately 
following the Effective Time, Parent shall, or shall cause the Surviving 
Corporation to, provide to the Company Employees compensation (including base 
pay and annual and long term incentive opportunities) and employee benefits 
(including health, welfare, pension, vacation, savings and severance) that are 
no less favorable in the aggregate than those provided to the Company 
Employees immediately prior to the Effective Time; provided, that for a period 
of 12 months immediately following the Effective Time, Parent shall, or shall 
cause the Surviving Corporation to, maintain the Company Benefit Plans in 
accordance with their terms as in effect immediately prior to the Effective 
Time (other than equity or equity-based plans) without any adverse amendment 
thereto or termination thereof (except as required by Applicable Law and 
Judgments or any Collective Bargaining Agreement). Notwithstanding the 
foregoing, following the Effective Time, there shall be no obligation to 
provide Company Employees with awards of capital stock of any entity or awards 
of options or other rights of any kind to acquire capital stock of any 
entity) ; provided, however, that the value of any equity-based compensation 
provided to Company Employees immediately prior to the Effective Time shall be 
taken into account in determining whether compensation and benefits provided 
during the 18 months after the Effective Time are no less favorable in the 
aggregate than those provided to Company Employees immediately prior to the 
Effective Time. 

a 

(e) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, Parent shall, or shall cause the Surviving 
Corporation to, provide to the Retiree Group (as defined below), without 
adverse amendment, the post-retirement medical and life insurance benefits as 
in effect immediately prior to the Closing Date (at the same levels, and at 
the same cost (if any), as in effect immediately prior to the Closing Date), 
provided to Company Employees who are not covered by a Collective Bargaining 
Agreement and their dependents as set forth in the retiree medical plan listed 
in Section 3.01(k) (i) of the Company Disclosure Schedule (the IrRetiree Medical 
Plan"). The "Retiree Group" means each Company Employee who is not (or was not 
while employed) covered by a Collective Bargaining Agreement and who, as of 
the Closing Date, (i) is either retired under the terms of the Retiree Medical 
Plan as in effect on the date hereof or (ii) has satisfied all applicable 
eligibility requirements (under the terms of the Retiree Medical Plan as in 

a 

a 
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effect on the date hereof) necessary to commence receiving benefits if his or 
her employment were terminated at the Effective Time. 

45 
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e 
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(f) Subject to Applicable Law and Judgments and obligations under 
Collective Bargaining Agreements, in the event and to the extent that 
Guarantor or one of its subsidiaries maintains a qualified employer stock 
ownership plan for the benefit of employees employed in Parent's or one of its 
subsidiaries' (or one of their respective successors') water business in the 
United States (a "Guarantor ES0Pl1), Guarantor shall allow all current 
non-union Company Employees to participate in such Guarantor ESOP as soon as 
practicable after the Effective Time. 

(9) Between the date of this Agreement and the Closing Date, the 
Company shall provide Parent commercially reasonable access to the Company 
Employees for purposes of implementing this Agreement. 

(h) The Company shall use its reasonable best efforts to cause the 
Board of Directors of the Company not to exercise any discretion it possesses 
solely in respect of the transactions contemplated by this Agreement, to 
expressly set the date when a !!change in controlr1 occurs for the purposes of 
any applicable individual agreement covering a Participant (other than to deem 
such "change in control" to occur no earlier than the Effective Time). 

(i) The Company shall take all action necessary (i) to provide that 
the component of the Company's Dividend Reinvestment and Stock Purchase Plan 
permitting independent monthly purchases of Company Common Stock (other than 
purchases of Company Common Stock funded solely by reinvestment of Company 
dividends) (the "DRSPP Stock Purchase Componentll) shall be indefinitely 
suspended as promptly as reasonably practicable following the date of this 
Agreement (but in no event later than immediately following the second stock 
purchase effected following the date of this Agreement under the DRSPP Stock 
Purchase Component) and (ii) to cause all amounts not yet applied as of the 
date of termination of the DRSPP Stock Purchase Component to purchase Company 
Common Stock under the DRSPP Stock Purchase Component to be returned as 
promptly as practicable following such suspension. 

SECTION 5.10. Public Announcements. Subject to each party's 
disclosure obligations imposed by law or any applicable securities exchange, 
and except with respect to any Adverse Recommendation Change, Parent and Sub, 
on the one hand, and the Company, on the other hand, shall, to the extent 
reasonably practicable, consult and cooperate with each other before issuing, 
and give each other a reasonable opportunity to review and comment upon, 
press release or other public statements (other than routine employee 
communications) with respect to this Agreement, the Company Voting Agreement, 
the Merger and the other transactions contemplated hereby and thereby. The 
parties agree that the initial press release to be issued with respect to the 
transactions contemplated by this Agreement shall be in the form heretofore 
agreed to by the parties. 

0 any 

' 0  

SECTION 5.11. Rights Agreement. The Board of Directors of the 
Company shall take all action necessary in order to render the Company Rights 
inapplicable to the Merger, the Company Voting Agreement and the performance 
of this Agreement. 

46 

SECTION 5.12. Stockholder Litigation. The Company agrees that it 
shall not settle or offer to settle any litigation commenced prior to or after 
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tors by any stockholder 
of the Company relating to this Agreement, the Company Voting Agreement, the 
Merger, any other transaction contemplated hereby or thereby, without the 
prior written consent of Parent (not to be unreasonably withheld or delayed). 

I .  
SECTION 5.13. Director Resignations. On the Closing Date, the 

Company shall cause to be delivered to Parent duly executed resignations, 
effective as of the Effective Time, of each member of the Board of Directors 
of the Company and shall take such other action as is necessary to accomplish 
the foregoing. 

e 

e 

ARTICLE VI 
Conditions Precedent 

SECTION 6.01. Conditions to Each Party's Obligation to Effect the 
Merger. The obligation of each party to effect the Merger is subject to the 
satisfaction or waiver on or prior to the Closing Date of the following 
conditions: 

(a) Stockholder Approval. The Stockholder Approval shall have been 
obtained. 

(b) Antitrust. Any waiting period (and any extension thereof) 
applicable to the Merger under the HSR Act shall have been terminated or 
shall have expired and any other required approval or waiting period 
under any other similar Competition, merger control, antitrust or similar 
law or regulation or the Investment Canada Act, if applicable, the 
failure of which to obtain or comply with which would be reasonably 
expected to have a material adverse ef€ect, shall have been obtained or 
terminated or shall have expired. 

IC) No Injunctions or Legal Restraints. No temporary restraining 
order, preliminary or permanent injunction or other order or decree 
issued by any court of competent jurisdiction or other legal restraint or 
prohibition that has the effect of preventing the consummation of the 
Merger shall be in effect (collectively, "Legal Restraints"). 

(d) Required Consents. The Company Required Consents and the Parent 
Required Consents shall have been obtained prior to the Effective Time 
and shall have become Final Orders. Any reference in this Agreement to 
the Itobtainingf1 of any such Company Required Consents or Parent Required 
Consents shall mean making such declarations, filings, registrations, 
giving such notice, obtaining such authorizations, orders, consents or 
approvals and having such waiting periods expire as are, in each case, 
necessary to avoid a violation of law. A "Final Order" for purposes of 
this Agreement means action by the relevant regulatory authority (i) 
which has not been reversed, stayed, 
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enjoined, set aside, annulled or suspended and (ii) with respect to which 
any waiting period prescribed by Applicable Law or Judgment before the 
Merger and the other transactions contemplated hereby may be consummated 
has expired, and as to which all conditions to be satisfied before the 
consummation of such transactions prescribed by Applicable Law or 
Judgment have been satisfied. 

(e) Stock Redemption. The Stock Redemption shall have been 
consummated. 

e 
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SECTION 6.02. Conditions to Obligations of Guarantor, Parent and 
Sub. The obligations of Guarantor, Parent and sub to effect the Merger are 
further subject to the satisfaction or waiver on or prior to the Closing Date 
of the following conditions: 

(a) Representations and Warranties. The representations and 
warranties of the Company contained herein shall be true and correct as 
of the date of this Agreement and as of the Closing Date with the same 
effect as though made as of the Closing Date (except that the accuracy of 
representations and warranties that by their terms speak as of a 
specified date will be determined as of such date), other than for such 
failures to be true and correct that individually or in the aggregate 
would not reasonably be expected to have a material adverse effect. 
Parent shall have received a certificate signed on behalf of the Company 
by the chief financial officer of the Company to such effect. For the 
purposes of determining the satisfaction of this condition, the 
representations and warranties of the Company shall be deemed not 
qualified by any references therein to materiality generally or to a 
material adverse effect. 

(b) Performance of Obligations of the Company. The Company shall 
have performed in all material respects all obligations required to be 
performed by it under this Agreement at or prior to the Closing Date, and 
Parent shall have received a certificate signed on behalf of the Company 
by the chief financial officer of the Company to such effect. 

(c) Material Adverse Effect. No material adverse effect shall have 
occurred and there shall be no state of facts, change, development, 
effect, condition or occurrence that would reasonably be expected to have 
a material adverse effect. 

(d) Required Consents. The Final Orders relating to the Company 
Required Consents and the Parent Required Consents, together with any 
consents, approvals, orders, authorizations and declarations that shall 
have been obtained following the date of this Agreement and prior to the 
Effective Time in connection with any acquisition of any business or 
person by the Company or any of its subsidiaries, shall not individually 
or in the aggregate impose any terms or conditions, excluding any terms 
and conditions that may be imposed with respect to the acquisitions 
contemplated by the agreements dated as of October 15, 1999 between the 
Company and certain of its subsidiaries on one hand, and Citizens 
Communications Company (‘ICitizenslt), and certain of its subsidiaries, on 
the other hand, to acquire certain water and wastewater 
assets of those Citizens subsidiaries, to the extent reflected or 
referred to in the Proposed Decision of ALJ McVicar dated as of September 
6 ,  2001 and excluding any terms and conditions that may be imposed to the 
extent attributable to 
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any acquisition of any business or person by Guarantor or any of its 
subsidiaries with respect to which an acquisition agreement is entered 
into or that is publicly announced or consummated after the date of this 
Agreement, that would reasonably be expected to have a material adverse 
effect, or a material adverse effect on the combined business, assets, 
properties, condition (financial or otherwise) or results of operations 
of the Company and Thames Water Holdings, Inc. and their respective 
subsidiaries taken as a whole. 

SECTION 6.03. Conditions to Obligation of the Company. The 
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obligation of the Company to effect the Merger is further subject to the 
satisfaction or waiver on or prior to the Closing Date of the following 
conditions: 

(a) Representations and Warranties. The representations and 
warranties of Guarantor, Parent and Sub contained herein shall be true 
and correct, as of the date of this Agreement and as of the Closing Date 
with the same effect as though made as of the Closing Date (except that 
the accuracy of representations and warranties that by their terms speak 
as of a specified date will be determined as of such date), other than 
for such failures to be true and correct that individually or in the 
aggregate would not reasonably be expected to impair in any material 
respect the ability of Guarantor, Parent or Sub to perform its 
obligations under this Agreement or prevent or materially delay the 
consummation of any of the transactions contemplated by this Agreement. 
The Company shall have received a certificate signed on behalf of 
Guarantor and Parent by a senior officer of each of Guarantor and Parent 
to such effect. For the purposes of determining the satisfaction of this 
condition, the representations and warranties of Guarantor, Parent and 
Sub shall be deemed not qualified by any references therein to 
materiality generally or to a material adverse effect. 

(b) Performance of Obligations of Parent and Sub. Guarantor, Parent 
and Sub shall have performed in all material respects all obligations 
required to be performed by them under this Agreement at or prior to the 
Closing Date, and the Company shall have received a certificate signed on 
behalf of Guarantor and Parent by a senior officer of each of Guarantor 
and Parent to such effect. 

SECTION 6.04. Frustration of Closing Conditions. None of the 
Company, Guarantor, Parent or Sub may rely on the failure of any condition set 
forth in Section 6.01, 6.02 or 6.03, as the case may be, to be satisfied if 
such failure was caused by such party's failure to use reasonable best efforts 
to consummate the Merger and the other transactions contemplated by this 
Agreement, a5 required by and subject to Section 5.03. 
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ARTICLE VI1 
Termination, Amendment and Waiver 

SECTION 7.01. Termination. This Agreement may be terminated, and the 
Merger contemplated hereby may be abandoned, at any time prior to the 
Effective Time, whether before or after the Stockholder Approval has been 
obtained: 

(a) by mutual written consent of Parent, sub and the Company; 

(b) by either Parent or the Company: 

(i) if the Merger shall not have been consummated by March 16, 
2003; provided, however, (A)  that the right to terminate this 
Agreement pursuant to this Section 7.01(b) (i) shall not be available 
to any pasty whose breach of this Agreement has been the primary 
reason the Merger has not been consummated by such date, ( B )  that 
neither Parent nor the Company may terminate pursuant to this clause 
(b) (i) if on such date all conditions in Article VI shall have been 
satisfied or be capable of being satisfied other than the condition 
set forth in Section 6.01(e), and the Company shall have mailed a 
notice of redemption to effect the Stock Redemption, and (C) that if 
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on such date a condition set forth in Section 6.01(d) or 6.02(d) 
shall not have been satisfied but all other conditions set forth in 
Article VI shall have been satisfied or be capable of being 
satisfied, then such date shall be extended to September 16, 2003; 
and provided, further, that if on such date (or such extended date 
pursuant to the immediately preceding proviso, as applicable), a 
condition set forth in Section 6.01(d) or 6.02(d) shall not have 
been satisfied solely because the period described in clause (ii) of 
the definition of Final Order set forth in Section 6.01(d) shall not 
have expired, but all of the other conditions set forth in Article 
VI shall have been satisfied or be capable of being satisfied, such 
date shall be extended to the date of expiration of such period (up 
to a maximum of 60 days for such extension); 

(ii) if any Legal Restraint of the type referred to in Section 
6.01(c) shall be in effect and shall have become final and 
nonappealable (provided that the party seeking to terminate this 
Agreement pursuant to this Section 7.01(b) (ii) shall have used its 
reasonable best efforts to resist, resolve or lift, as applicable, 
such Legal Restraint); or 

(iii) if, upon a vote at a duly held meeting to obtain the 
Stockholder Approval, the Stockholder Approval shall not have been 
obtained; 

(c) by Parent in the event an Adverse Recommendation Change has 
occurred; 

5 0  

(d) by Parent if the Company shall have breached any of its 
representations, warranties or covenants contained in this Agreement, 
which breach (A) would give rise to the failure of a condition set forth 
in Section 6.02(a) or 6.02(b), and ( B )  has not been cured by the Company 
within twenty business days after its receipt of written notice thereof 
from Parent; 

(e) by the Company if Parent shall have breached any of its 
representations, warranties or covenants contained in this Agreement, 
which breach (i) would give rise to the failure of a condition set forth 
in Section 6.03(a) or 6.03(b), and (ii) has not been cured by Parent 
within twenty business days after its receipt of written notice thereof 
from the Company; or 

e 
(f) by the Company in accordance with the terms and subject to the 

conditions of Section 4.02 (b) . 

Notwithstanding the foregoing, in no event shall Parent terminate this 
Agreement unless prior to the date of such termination Parent shall have 
complied with Section 7.03 
if applicable. 

(including paying to the Company the Reverse Fee) 

SECTION 7.02. Effect of Termination. In the event of termination of 
this Agreement by either the Company or Parent as provided in Section 7.01, 
this Agreement shall forthwith become void and have no effect, without any 
liability or obligation on the part of Parent, Sub or the Company, other than 
the provisions of the last sentence of Section 5.02(a), Section 5.06, this 
Section 7.02, Section 7.03 and Article VIII; provided, however, that no such 
termination shall relieve any party hereto from any liability or damages 
resulting from a willful breach by a party of any of its representations, 

0 
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reasonable legal fees and expenses incurred in connection with such suit. The 
parties acknowledge and agree that, notwithstanding any other provision in 
this Agreement to the contrary, the Company's sole and exclusive remedy with 
respect to any and all claims based on or with respect to any failure of 
Section 3.02(d) to be true and correct or any breach of Section 4.03(a)(a), 
4.03 (a) (b) (i) , 5.03 (a) (to the extent set forth above) or 5.03 (b) (to the 
extent set forth above), in circumstances where the Company is entitled to 
payment of the Reverse Fee (other than any claims resulting from a willful 
breach by Guarantor or Parent or any of their respective subsidiaries of 
Section 3.02 (d) , 4.03 (a) (a), 4.03 (a) (b) (i) , 5.03 (a) (to the extent set forth 
above) or 5.03(b) (to the extent set forth above)) shall be the payment of the 
Reverse Fee pursuant to this Section 7.03. 

0 

e 
SECTION 7.04. Amendment. This Agreement may be amended by the 

parties hereto at any time prior to the Effective Time, whether before or 
after the Stockholder Approval has been obtained; provided, however, that 

warranties or covenants set forth in this Agreement. 

e 
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SECTION 7.03. Certain Breaches. If (a) this Agreement is terminated 
by either party pursuant to Section 7.01 (other than (w) the termination of 
this Agreement by either Parent or the Company pursuant to Section 7.01(a) or 
(b)(iii), (x) the termination of this Agreement by Parent pursuant to Section 
7.01(c) or (y) the termination of this Agreement by the Company pursuant to 
Section 7.01(f)) at a time when any of the conditions set forth in Section 
6.01 ( c )  (to the extent relating to the Holding Company Act), 6.01 (d) or 
6.02(d) have not been satisfied and (b) at the time of such termination either 
(i) Section 3.02(d) (i) is not true and correct such that Guarantor, Parent, 
Sub or any of their respective subsidiaries (A) would be required to register 
as a holding company under the Holding Company Act or ( B )  would be subject to 
regulation under the Holding Company Act in a manner that would raise 
substantive questions with respect to the ownership by any of them of any 
water or wastewater business or Guarantor or Parent is in breach of Section 
4.03 (a) (a) (i) or 4.03 (a) (a) (ii) (A) or (ii) Section 3.02 (d) (i) (other than as 
set forth above) or 3.02(d)(ii) is not true and correct or Guarantor or Parent 
is in breach of Section 4.03 (a) (a) (ii) ( B ) ,  4.03(a) (b) (i), 5.03(a) (to the 
extent relating to Section 6.01(c) (to the extent relating to the Holding 
Company Act), 6.01 (d) or 6.02 (d) ) or 5.03 (b) (to the extent relating to the 
Company Required Consents and the Parent Required Consents) and, in the case 
of clause (ii), such failure to be true and correct or such breach is the 
primary cause of the failure of the 
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after the Stockholder Approval has been obtained, there shall be made no 
amendment that by law requires further approval by stockholders of the parties 
without the further approval of such stockholders. This Agreement may not be 
amended except by an instrument in writing signed on behalf of each of the 

0 parties hereto. 

SECTION 7.05, Extension; Waiver. At any time prior to the Effective 
Time, the parties may (a) extend the time for the performance of any of the 
obligations or other acts of the other parties, (b) waive any inaccuracies in 
the representations and warranties contained herein or in any document 
delivered pursuant hereto or (c) waive compliance with any of the agreements 
or conditions contained herein; provided, however, that after the Stockholder 
Approval has been obtained, there shall be made no waiver that by law requires 
further approval by stockholders of the parties without the further approval 
of such stockholders. Any agreement on the part of a party to any such 
extension or waiver shall be valid only if set forth in an instrument in 
writing signed on behalf of such party. The failure or delay by any party to 
this Agreement to assert any of its rights under this Agreement or otherwise 
shall not constitute a waiver of such rights nor shall any single or partial 
exercise by any party to this Agreement of 

e 

e 
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any of its rights under this Agreement preclude any other or further exercise 
of such rights or any other rights under this Agreement. 

ARTICLE VI11 
General Provisions 

SECTION 8.01. Nonsurvival of Representations and Warranties. None of 
the representations and warranties in this Agreement or in any instrument 
delivered pursuant to this Agreement shall survive the Effective Time. This 
Section 8.01 shall not limit any covenant or agreement of the parties which by 
its terms contemplates performance after the Effective Time. 

SECTION 8.02. Notices. All notices, requests, claims, demands and 
other communications hereunder shall be in writing and shall be deemed given 
if delivered personally or one business day after being sent by overnight 
courier (providing proof of delivery) to the parties at the following 
addresses (or at such other address for a party as shall be specified by like 
notice) : 

if to Guarantor, Parent or Sub, to: 

Thames Water Plc 
Clearwater Court 
Vastern Road 
Reading RG1 8DB 
United Kingdom 

Attention: 

with a copy to: 

Bill Alexander 
Janet Ravenscroft 

RWE Aktiengesellschaft 
Opernplatz 1, 45128 
Essen, Germany 

Attention: General Counsel 
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Cravath, Swaine & Moore 
Worldwide Plaza 
825 Eighth Avenue 
New York, NY 10019 

Attention: Peter S. Wilson, E s q .  
Mark I. Greene, Esq. 

if to the Company, to: 

American Water Works Company, Inc. 
1025 Laurel Oak Road 
Voorhees, NJ 08043 

Attention: W. Timothy Pohl 

with a copy to: 
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Simpson Thacher & Bartlett 
425 Lexington Avenue 
New York, NY 10017 

Attention: Caroline B. Gottschalk, Esq. 
Peter S. Malloy, Esq. 

SECTION 8.03. Definitions. For purposes of this Agreement: 

(a) an "affiliate" of any person means another person that directly 
or indirectly, through one or more intermediaries, controls, is 
controlled by, or is under common control with, such first person; 

(b) "knowledge of the CompanyIf means the actual knowledge of those 
individuals set forth in Section 8.03(b) of the Company Disclosure 
Schedule ; 

(c) "knowledge of Guarantor and Parent" means the actual knowledge 
of those individuals set forth in Section 8.03(c) of the Parent 
Disclosure Schedule; 

(d) "material adverse effect" means any material adverse change or 
effect (i) on the business, assets, properties, condition (financial or 
otherwise) or results of operations of the Company and its subsidiaries, 
taken as a whole, or (ii) which would reasonably be expected, directly or 
indirectly, to prevent or materially impede or delay the consummation of 
the Merger or the other transactions contemplated by this Agreement, 
except in the case of either (i) or (ii) for any change or effect (w) set 
forth in Section 8.03(d) of the Company Disclosure Schedule, (x) relating 
to financial markets or the economy in general, 
services or wastewater services industries generally and not specifically 
relating to the Company or its subsidiaries, or ( 2 )  to the extent 
attributable to or resulting from the public announcement of the 
transactions contemplated by this Agreement or the identity of Guarantor 
or Parent or their subsidiaries as the acquiring person in the Merger 
including any loss of customers or employees or condemnation proceedings 
resulting therefrom; 

( y )  affecting the water 
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(e) llpersonlr means an individual, corporation, partnership, joint 
venture, association, trust, limited liability company, Governmental 
Entity, unincorporated organization or other entity; 

(f) a Itsignificant Subsidiaryt1 of any person means any subsidiary of 
such person that constitutes a significant subsidiary within the meaning 
of Rule 1-02 of Regulation S-X of the SEC; 

(4) a lfsubsidiaryS1 of any person means another person (i) of which 
50% or more of the capital stock, voting securities, other voting 
ownership or voting partnership interests having voting power under 
ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no 
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such voting interests, 50% or more of the equity interests) are owned or 
controlled, directly or indirectly, by such first person or (ii) of which 
such first person is a general partner; and 

(h) a "wholly owned subsidiary" of any person means a subsidiary of 
which 99% or more of the common equity securities having voting power 
under ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no 
such equity securities having such voting power, 99% or more of the 
equity interests) are owned or controlled, directly or indirectly, by 
such first person. 

SECTION 8.04. Interpretation. When a reference is made in this 
Agreement to a Section, Subsection or Schedule, such reference shall be to a 
Section or Subsection of, or a Schedule to, this Agreement unless otherwise 
indicated. The table of contents and headings contained in this Agreement are 
for reference purposes only and shall not affect in any way the meaning or 
interpretation of this Agreement. Whenever the words llinclude,ll l1includesir or 
llincludingll are used in this Agreement, they shall be deemed to be followed by 
the words Ifwithout limitation. The words rlhereof, "herein" and llhereunderll 
and words of similar import when used in this Agreement shall refer to this 
Agreement as a whole and not to any particular provision of this Agreement. 
The term rlorli is not exclusive. The definitions contained in this Agreement 
are applicable to the singular as well as the plural forms of such terms. 
agreement or instrument defined or referred to herein or in any agreement or 
instrument that is referred to herein means such agreement or instrument as 
from time to time amended, modified or supplemented. References to a person 
are also to its permitted successors and assigns. 

Any 

SECTION 8.05. Guarantee. In connection with the Merger and the other 
transactions contemplated by this Agreement, Guarantor hereby irrevocably, 
absolutely and unconditionally guarantees the due, punctual and complete 
performance and payment (and not merely collection) in full of all obligations 
and liabilities of Parent, Sub and the Surviving Corporation under this 
Agreement, and of any other person to whom any of their obligations shall be 
assigned in accordance with Section 8 . 0 9 ,  as and when due and payable or 
required to be performed pursuant to any provisions of this Agreement, subject 
to the terms and conditions thereof (the "Guaranteed Obligations") and agrees 
that the Company shall be entitled to enforce directly against Guarantor any 
of the Guaranteed Obligations. To the fullest extent permitted by Applicable 
Law, Guarantor waives presentment to, demand of payment from and protest to 
any other person of any of the Guaranteed Obligations, and also waives notice 
of acceptance of its guarantee and notice of protest for nonpayment. The 

i o  ~ 
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Proxy Statement has first been mailed to the Company's stockholders or 
materially delay or impede the consummation of the Merger. Subject to the 
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obligations of Guarantor hereunder shall not be subject to any reduction, 
limitation, impairment or termination €or any reason, including any claim of 
waiver, release, surrender, alteration or compromise, and shall not be subject 
to any defense or setoff, counterclaim, recoupment or termination whatsoever 
by reason of the invalidity, illegality or unenforceability of the Guaranteed 
Obligations, or otherwise. Notwithstanding any of the foregoing, nothing 
herein shall be deemed to waive or limit Guarantor's ability to assert any 
claims, defenses or other rights that Parent or Sub may have under this 
Agreement. 
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SECTION 8.06. Counterparts. This Agreement may be executed in one or 
more counterparts, all of which shall be considered one and the same agreement 
and shall become effective when one or more counterparts have been signed by 
each of the parties and delivered to the other parties. 

SECTION 8.07. Entire Agreement; No Third-party Beneficiaries. This 
Agreement, together with the Company Disclosure Schedules, the Parent 
Disclosure Schedules and the Exhibits (a) constitutes the entire agreement, 
and supersedes all prior agreements and understandings, both written and oral, 
(other than the Confidentiality Agreement), among the parties with respect to 
the subject matter hereof and thereof and (b) except for the provisions of 
Section 5.05, are not intended to confer upon any person other than the 
parties hereto and thereto (and their respective successors and assigns) any 
rights or remedies. 

SECTION 8.08. Governing Law. This Agreement shall be governed by, 
and construed in accordance with, the laws of the State of Delaware, 
regardless of the laws that might otherwise govern under applicable principles 
of conflicts of laws thereof. 

e 

e 

SECTION 8.10. Enforcement. The parties agree that irreparable damage 
would occur in the event that any of the provisions of this Agreement were not 
performed in accordance with their specific terms or were otherwise breached. 
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It is accordingly agreed that the parties shall be entitled to an injunction 
or injunctions to prevent breaches of this Agreement and to enforce 
specifically the terms and provisions of this Agreement in any court of the 
United States located in the State of Delaware or in any Delaware state court, 
this being in addition to any other remedy to which they are entitled at law 
or in equity. In addition, each of the parties hereto (a) consents to submit 
itself to the personal jurisdiction of any court of the United States 1oca;ed 

e 
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in the State of Delaware or of any Delaware state court in the event any 
dispute arises out of this Agreement or the transactions contemplated by this 
Agreement, (b) agrees that it will not attempt to deny or defeat such personal 
jurisdiction by motion or other request for leave from any such court and (c) 
agrees that it will not bring any action relating to this Agreement or the 
transactions contemplated by this Agreement in any court other than a court of 
the United States located in the State of Delaware or a Delaware state court. 
By the execution and delivery of this Agreement, each of Guarantor and Parent 
appoints CT Corporation System, Corporation Trust Center, 1209 Orange Street, 
Wilmington, DE 19801, as its agent upon which process may be served in any 
such legal action or proceeding. Service of process upon such agent, together 
with notice of such service given to Guarantor or Parent in the manner 
specified in Section 8.02 shall be deemed in every respect effective service 
of process upon Guarantor or Parent in any legal action or proceeding. 

e 

e 
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SECTION 8.11. Severability. If any term or other provision of this 
Agreement is invalid, illegal or incapable of being enforced by any rule or 
law, or public policy, all other conditions and provisions of this Agreement 
shall nevertheless remain in full force and effect so long as the economic or 
legal substance of the transactions contemplated hereby is not affected in any 
manner materially adverse to any party. Upon such determination that any term 
or other  provision is invalid, illegal or  incapable of being enforced, the 
parties hereto shall negotiate in good faith to modify this Agreement so as to 
effect the original intent of the parties as closely as possible in an 
acceptable manner to the end that transactions contemplated hereby are 
fulfilled to the extent possible. 

SECTION 8.12. Waiver of Jury Trial. Each party waives, to the 
fullest extent permitted by law, any right it may have to a trial by jury in 
respect of any action, suit or proceeding arising out of or relating to this 
Agreement or the transactions contemplated by this Agreement. 
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IN WITNESS WHEREOF, Guarantor, Parent, Sub and the Company have 
caused this Agreement to be signed by their respective officers thereunto duly 
authorized, all as of the date first written above. 

RWE AKTIENGESELLSCHAFT, 

By: / s /  Richard Klein 

Name: Richard Klein 
Title: Member of the 

Executive Board 

By: / s /  William John Alexander 

Name: William John Alexander 
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Title: Chief Executive 

THAMES WATER AQUA HOLDINGS GMBH, e 
By: / s /  Richard Klein 

e 
Name: Richard Klein 
Title: Member of the 

Executive Board 

By: / s /  William John Alexander 
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Name: William John Alexander 
Title: Chief Executive 

e 
APOLLO ACQUISITION COMPANY, 

By: / s /  Jim McGivern 

0 

e 

e 
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Name: Jim McGivern 
Title: Managing Director 

Internatinal Business 
Development 

AMERICAN WATER WORKS COMPANY, INC., 

By: / s /  J. James Barr 

Name: J. James Barr 
Title: President and 

Chief Executive 
* * *  

Exhibit 99.1 

Immediate Release 

American Water Works to be Acquired by RWE in $4.6 Billion Cash Transaction; 

e Compelling Combination of Companies to Produce Powerful New Force 
in World Water Marketplace 
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Voorhees, NJ - -  (September 17, 2 0 0 1 )  - American Water Works Company, Inc. 
(NYSE: AWK), the largest publicly traded water services company in the United 
States, and RWE AG, a leading international provider of electricity, gas, 
water and wastewater management services, today announced that they have 
entered into a definitive agreement under which RWE will purchase all the 
outstanding shares of American Water at a price of US$46  per share in cash. 

0 

RWE's all-cash proposal represents a premium of 3 6 . 5 %  to the average 
closing price of American Water shares over the 3 0  trading days ended 
September 1 0 ,  2001,  and a 2 9 . 5 %  premium above the all-time high closing price 
of $ 3 5 . 5 2 .  The proposed transaction has a total value of approximately USS7.6 
billion, including the assumption of approximately US$3.0 billion in debt 
American Water had outstanding as of June 3 0 ,  2 0 0 1 .  

0 

0 

Upon completion of the transaction, American Water will be combined 
with the U.S. operations of Thames Water, RWE's London-based international 
water services business. American Water will manage the joint operations in 
North and South America. American Water's CEO, Jim Barr, will report directly 
to Bill Alexander, CEO of Thames Water. 

Continued . . . 
0 

0 

0 

The transaction is expected to take more than a year to complete, 
following approval by American Water's shareholders and appropriate state 
regulatory agencies. It is expected to have no effect on the Company's 
previously announced plans to acquire Azurix North America as well as the 
water and wastewater assets of Citizens Communications, or to sell its 
Salisbury, MA operations and divest its New England operations to Aquarion. 

Commenting on the transaction, Dr. Dietmar Kuhnt, President and Chief 
Executive Officer of RWE, stated: "We are extremely pleased to have reached 
this agreement with American Water Works, the largest and most geographically 
diversified water services company in the US. In addition to providing us with 
a top position in the U.S., the acquisition of American Water will further 
establish RWE as a global leader in the provision of water services. The 
development of RWE's world-class water business, in turn, will provide greater 
balance to our core utility portfolio and allow us to deliver enhanced growth 
and shareholder value." 

Bill Alexander, Chief Executive Officer of Thames Water, said, 
"American Water provides RWE and Thames Water with a highly respected 
management team and a strong platform for developing our water business in 
North, Central and South America, which are among the world's largest and 
fastest-growing markets. Together, we will strengthen our ability to serve the 

0 interests of our customers and employees. RWE and Thames, like American Water, 
are strongly committed to preserving thz environment, participating in local 
activities, and otherwise adding value to the communities in which we 

~ operate. I' 

On behalf of the American Water Works Board of Directors, Chairman 
Marilyn Ware commented that, "our professional heritage and expertise are 
consistent with those of RWE and Thames Water. This transaction pairs us with 
strong international partners and positions us perfectly to continue the 
momentum we've created toward becoming the water resources manager of choice 
in the U.S." 

0 
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American Water Works President and Chief Executive Officer J. James 
Barr, who will lead the integrated water services operations for the Americas, 
described the transaction "a compelling combination of companies that will 
create a powerful new force in the world water market and deliver value for 
our customers, our shareholders, our associates, and the communities we serve. 

Continued . . . 

2 

Over the years, through multiple consolidations, we have been able to enhance 
our ability to address water resource issues throughout the U.S. Joining 
forces with Thames Water and RWE is the next logical step in a growth strategy 
based on the delivery of vital community services," Barr said. 

Commenting on the tragic events of September llth, RWE's Dr. Kuhnt 
said, "The RWE family around the world mourns the loss of innocent life 
suffered in America last week. With more than 16,000 of our employees based in 
the United States, we share America's horror, grief and outrage. Rather than 
delay, we are making this announcement today because we believe it is more 
important than ever to show the world that we are investing in America. We 
believe in the courage and resiliency of its people and remain ever confident 
in its future." 

Merrill Lynch and Morgan Stanley served as financial advisors to RWE 
and Goldman Sachs & Co. served as financial advisor to American Water. 

About RWE 

RWE is a leading international multi-utility company. Its core businesses are 
electricity, natural gas, water, waste management and services. In financial 
year 2 0 0 0 / 2 0 0 1 ,  the RWE Group's 172,000 employees worldwide generated sales of 
approximately US$57 billion. The Group has 12 major operating subsidiaries. 
More information on RWE can be found at www.RWE.com. 

About Thames Water 

With more than 14,000 employees in 44 countries, Thames Water provides water 
and wastewater services to approximately 43 million customers, ranking it as 

all of the international water services activities of the RWE Group since 
November 2000. In the UK, the company is the leading supplier of water and 
wastewater services. Thames Water also delivers water services to customers 
through international operations in North and South America, Asia-Pacific, 
Eastern Europe and the Mediterranean. In the United States, Thames Water 
operates Westfield, NJ based water company E-Town Corporation, which supplies 
fresh water to approximately 1 million people in New Jersey. More information 
on Thames Water can be found at www.thames-water.com. 

e 

I the third-largest water company worldwide. The London-based company has led 

I 

I. 

e 
Continued . . . 
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About American Water Works 

With annual revenues of $1.4 billion, American Water Works Company is the 
nation's largest publicly traded enterprise devoted exclusively to the water 
and wastewater business. Its 5,000 associates provide water, wastewater and 
other water resource management services to more than 10 million people in 
1,300 communities throughout the U.S. More information can be found on the Web 
at www.amwater.com and a conference call with analysts about this annoucement 
will be available on that website at 2 : O O  p.m. (EDT) today. 

Editors please note: Summary fact sheet attached 

Investors and security holders are urged to read the proxy statement regarding 
the proposed transaction when it becomes available because it will contain 
important information. The proxy statement will be filed with the U.S. 
Securities and Exchange Commission by American Water Works and security 
holders may obtain a free copy of the proxy statement when it becomes 
available and other documents filed or furnished by American Water with the 
SEC at the SEC's web site at www.sec.gov. The proxy statement and other 
documents filed or furnished by American Water Works may also be obtained for 
free by directing a request to American Water at ( 8 5 6 )  3 4 6 - 8 2 0 0 .  

Investors may obtain a detailed list of names, affiliations and interests of 
participants in the solicitation of proxies of American Water shareholders to 
approve the merger at the following address: American Water Works Company, 
Inc; 1025 Laurel Oak Road; P.O. Box 1770; Voorhees, NJ 0 8 0 4 3 .  

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications €or rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

http://www.amwater.com
http://www.sec.gov
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Fast [Ame r i c an [ Thame s [RWE Logo] 
Facts Water Works Water Logo] 

Company Logo] 

uarters Voorhees, NJ London, U.K. Essen, Germany 

CEO Jim Barr Bill Alexander Dietmar Kuhnt 

Page 64 of 72 

Businesses Water, wastewater Water, wastewater Primarily energy and 
s ervi c e s services, other utilities (electricity, gas, 

water-related waste and recycling, water 
products and and wastewater services) 
services 

Business 1,300 communities United Kingdom, Worldwide 
presence in 23 states Australia, Chile, 

China, Indonesia, 
Malaysia, Puerto 
Rico, Thailand, 
Turkey, Eastern 
Europe, United 
States 

Market Nation's largest World's 3rd 78th largest corporation 
leadership publicly-traded largest water on "Fortune Global 5001 '  list 
position water services services provider (acquired Thames Water in 

company November 2000) 

#1 supplier of Germany's 5th largest 
water and industrial corporation 
wastewater 
services in the Electricity supplier: 
U.K. and Germany #1 in Germany 

# 3  in Europe 

Fast [American 
Facts Water Works 

Company Log 

People served 10 million 

Employees 5,000 

[Thames 
Water Logo] 

I 

Gas supplier: 
# 2  in Germany 

Waste & recycling: 
#1 in Germany 
# 3  in Europe 

[RWE Logo] 

43 million n/a 

17 ,000  (800 in u.S. 1 172,000 
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Market Cap $3.5 billion 

Revenues $1.4 billion 

Net income $157.4 million 

Shareholders 43,577 

Stock exchange New York 

Common shares 99.6 million 

Key Business Goals o Shareholder 
value 

o Customer 
service 

o Expansion 
o Technological 
superiority 

Core commitments o Customers 
o Investors 
o Associates 
o Environment 
o Community 

American Water Works Contacts: 

Nancy A. Macenko 
Vice President External Affairs 
856-566-4026 0 
James E. Harrison 
Vice President Investor Relations 
856-346-8207 

RWE Contacts: l o  

o Expansion 
o Customer service 
o Technological 
superiority 

o Customers 
o Investors 
o Employees 
o Environment 
o Community 

Dieter Schweer 
Vice President, RWE Group Corporate Communications 
+49 2 0 1  121 5120 

Bill McAndrews, Senior Manager, RWE Press Relations 
+49 201 121 5095 
+ 4 9  177 551 5302 (mobile) 

0 
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$21 billion 

$44 billion (fiscal 
year 2 0 0 0 )  

$1.1 billion 

194,000 

Germany, 
Switzerland 

531 million 

o Shareholder value 
o Customer service 
o Expansion 
o Technological 
superiority 

o Customers 
o Investors 
o Employees 
o Environment 
o Community 
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I. 

Exhibit 99.2 

American Water Works: RWE Acquisition 
Financial Analysts Q&A 

How is the transaction structured? 

American Water's common stock that is outstanding at the date of closing will 
be purchased for $46 per share. At June 30, 2001 the Company had 99,256,000 
shares outstanding. American Water Works preferred stock will be redeemed and 
RWE will assume American Water's outstanding debt at closing. As of June 30, 
2001, American Water Works had $2.9 billion in outstanding debt and preferred 
stock. That, combined with the value of common equity at $46 per share, 
results in an enterprise value for the transaction of $ 7 . 5  billion. 

Why did American Water agree to this transaction? 

Consolidation will define our future, as it has shaped our past. We have built 
the largest water company in the United States through a series of 
consolidations. These started with the coming together of more than 100 small 
water companies in the late 19th and early 20th centuries, and have continued 
right up through today, with our pending acquisitions of Azurix North America 
and the water and wastewater assets of Citizens Communications. 

As Jim Barr noted in the Company's annual report, the fundamental trend in our 
industry toward consolidation is unstoppable - in the United States and 
internationally. This is because itls essential to access the capital that 
ensures our consumers receive reliable service, at the most affordable rates, 
now and in the future. 

This is particularly important in a business like water services, which 
delivers a vital community service that is capital intensive, technologically 
demanding, and requires continual investment in a massive, aging and expanding 
infrastructure. 

How do you believe this deal will change the US regulated water industry? 

Consolidation within the water industry is crucial regardless of whether the 
assets are owned by municipalities or private investors. American Water Works 
w a s  built on that business model. American Water Works knows that regulated 
water service provides the best long-term alternative for customers and we 
will continue to pursue that business model. Thames Water is experienced in 
providing service to a significant number of people through regulated 
businesses. Under their guidance, pursuit of business opportunities that 

littp://www.edgar-online.comlautWedgardoc/Docmain.pl?doc=A%2D3 188 19%2D000089375( ... 3/14/02 
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advance industry consolidation will continue. At the same time, American Water 
Works’ goal of expanding service under non-regulated agreements will be 
enhanced. 

I. Continued . . . 

Analysts Q&A page 2 ~e 

Why did you agree to RWE buy-out offer without putting the company on the 
auction block? 

e 

e 

American Water Works did not initiate the discussions for the acquisition. 
However, once it agreed to begin negotiations, the Company concentrated on 
achieving the best possible outcome for its investors, customers and the 
associates who built the organization. We believe the transaction we have 
announced accomplishes this objective. 

How long will it take to complete the transaction? 

In addition to shareholder approvals, we anticipate regulatory review in more 
than half of the states in which we operate, and estimate at least a year will 
be required to complete that process. 

e 
What states will need to review this transaction? 

At the present time, a final determination is under review. 

e 

e 

e 

e 

Do you anticipate difficulties with the approval process in California? 

If approval is required in the state of California, we are confident the 
Public Utility Commission will recognize the benefit to ratepayers. 

Is there a termination date in the agreement? 

The agreement allows €or termination after 18 months, unless the only 
remaining conditions are receipt of regulatory approvals, in which case it 
will be extended for an additional 6 months, plus 60 days if necessary to 
satisfy waiting periods. 

Where can I get a copy of the agreement? 

The agreement has been filed with the SEC and is available through EDGAR. 

Is there a termination fee in the agreement? 

Yes. The agreement calls for a 3% termination fee for both the buyer and 
seller under certain very well defined circumstances. 

e littp://~ww.edgar-onli1~e.com/autl~edgardoc/Docma~n.pl?doc=A%2D318819%2D000089375~... 3/14/02 
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What are the multiples for this transaction? 

The per-share price represents a 35% premium above the latest closing share 
price of $34.12, and a 2 9 %  premium above the all-time high closing price of 
$35.60. The enterprise value of $7.5 billion represents a multiple of 12 times 
EBITDA, 16.4 times EBIT and 20 times EPS for the year 2000. The equity value, 
based upon the per-share offer price and the number of outstanding shares at 
June 30, 2001, represents a multiple of 2.7 times above the book value of that 
equity on that date. 

l o  
Continued . . . 

Analysts Q&A page 3 

Will there be any impact on earnings between the date of the agreement to the 
date of closing? 

Transaction costs will be expensed as required by proper accounting and will 
impact earnings. However, provisions in the agreement allow American Water 
Works to continue paying a dividend and to grow that dividend as much as four 
cents per year. Therefore, shareholders will not be harmed by these charges to 
earnings. Other provisions in the agreement compensate American Water Works 
€or these expenses if certain events occur and the transaction is not closed. 

Is there likelihood that this transaction will not be completed due to 
regulatory complications? 

While both companies are extremely committed to completion of this 
transaction, it is impossible to predict the outcome of any part of the 
approval process, and we will not speculate. 

Where can information be found about RWE or Thames? 

Both companies have Web sites, and RWE's common stock is publicly traded in 
Europe. On the Internet, their sites are www.rwe.com and www.thames-water.com. 

Will financial information continue to be available, conference calls 
conducted and questions answered by AWK while the merger transaction proceeds? 

As long as the common stock of American Water Works remains publicly traded, 
the company will comply with SEC and NYSE regulations regarding the filing of 
financial information. It will conduct conference calls regarding that 
information and respond to requests €or information consistent with SEC and 
NYSE regulations as has been past practice. 

0 

# #  

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 

0 
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safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly 

update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

* * *  

Exhibit 99.3 

American Water Works: RWE Acquisition 
Shareholder Q&A 

When will I get my $46 per share? 

You will receive $46 per share shortly after the acquisition is complete 
expect it to take more than a year to close the transaction. 

When will shareholders get to vote on the agreement? 

. We 

A proxy statement and documents to be filed with the Securities and Exchange 
Commission (SEC) will be completed during the fourth quarter. At the time of 
the filing, a package of materials will be mailed to all shareholders of 
record. This package will contain a proxy card and instructions for a mail-in, 
telephonic and internet vote, and will also set a date, time and place for 
a shareholders’ meeting. 

will 1 still be able to exercise the provisions of the shareholder rights 
plan? 

Those rights applied in the event an acquisition of the company was attempted 
in a manner that excluded involvement of the company’s Board of Directors in 
determining the company’s value. This acquisition agreement was the result of 
negotiation and it has the approval of the Board of Directors. Therefore, we 

e 
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have provided that it will be excluded from the provisions of the shareholder 
rights plan that would result in the right to purchase additional shares. 

What will happen to American Water Works stock if the transaction is not 
completed? 

First, both companies are firmly committed to completing this transaction. 
However, until the closing date, as well as in the event that the transaction 
is not completed, American Water Works stock will remain publicly traded. 

a 
Can I still participate in the company's Dividend Reinvestment and Optional 
Stock Purchase plan? 

a 

0 

a 

a 

No. That plan was suspended when the agreement was executed. Optional payments 
received by September 17, 2001 will be invested on that investment date. 
During the suspension of the plan, all cash dividends declared by the Company 
will be paid to plan participants and no further optional purchase payments 
will be accepted. 

Continued . . . 

Shareholder Q&A, page 2 

Do I have to accept the $46 per share if I disagree that is a fair price? 

No. Shareholders who vote against the adoption of the agreement and disagree 
with the per-share offer price may exercise their appraisal rights and seek a 
determination by the Delaware Court of Chancery as to the fair value of those 
shares. However, once having advised the company of their election to pursue 
this approach, the shareholder is entitled only to the per-share determination 
made by the court and is no longer entitled to the $46 per-share offer price. 

Will the company's outstanding preferred stock also be redeemed at closing, 
and if so, at what price? 

Before the transaction closes, the American Water Works 5% preferred stock 
issue will be redeemed for $25 per share, and the American Water Works 5 %  
preference stock issue will be redeemed for $ 2 5 . 2 5  per share. Preferred stock 
of the company's subsidiaries will remain outstanding. 

Will American Water Works suspend dividend payments, conduct a stock split, or 
otherwise change historical practices regarding its distribution of earnings 
while this transaction is being completed? 

No. Provisions in the agreement allow the company to continue its past 
practices for payment of dividends and to grow those payments up to four cents 
per year during the time period anticipated for completion of the transaction. 
The agreement also allows for a "pro rata" stub period dividend, if the 
transaction does not close on a dividend record date. 
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I Can stock be purchased in either Thames Water or RWE? 
I 
I 

I O  markets. 
I 

Common stock of Thames Water cannot be purchased since it is a subsidiary of 
I RWE and is not publicly traded. Common stock o f  RWE is traded on European 

will shareholders be routinely advised about the status of the transaction and 
regulatory approval process? 

I Yes. As a publicly traded company, American Water Works will continue to file 
financial statements and other documents required by the SEC and the New York 
Stock Exchange (NYSE). In addition to these public documents, news releases 
and other information will be made available about material events regarding 
the completion of this transaction. 

0 

a 

0 

Continued . . . 

Shareholder Q&A, page 3 

What impact will the acquisition costs have on the earnings of American Water 
Works while the transaction is pending? 

Costs incurred by American Water Works are not anticipated to have a 
significant impact on earnings during the period required to complete the 
transaction. 

Will American Water’s financial information continue to be made available to 
shareholders and the public? 

Yes. Until the transaction closes, American Water Works will continue to file 
and make available public information required by the SEC and the NYSE. We 
will continue to conduct our business and our public information programs 
consistent with our past practices. 

Why has American Water Works decided to sell the company? 

For several years, American Water Works has pointed out the need to 
consolidate the water industry. This transaction advances that goal. 
Additionally, the transaction will reward shareholders for their investment 
and support of this company over the years. The transaction will also reward 
customers with expanded quality service through the worldwide experience of 
the larger organization. Associates who built this company, as well as those 
who continue to invest their professional expertise each day to deliver 
quality service, benefit by joining an organization with significant capital 
resources and international opportunities. 

0 

0 # #  

Forward looking statements in this report, including, without limitation, 
statements relating to the Company’s plans, strategies, objectives, 
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expectations, intentions nd adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

* * *  

EDGARE is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product o f E D C A R  Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the infomiation provided by EDGAR Online and will not  be held liable for any 
use of this information The information ("Infomiation") provided berein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written coiiseiit of EDGAR Online, Jnc. 

0 Copjright 1995-2001 EDGAR Online, I I I C .  A l l  rights reserved. 
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AMERICAN WATER WORKS COMPANY, INC. 
1025 Laurel Oak Road 

Voorhees, New Jersey 08043 

0 

Fellow Stockholder: 

As you may know, on September 16,2001, we entered into a merger agreement with RWE Aktiengesellschaft and Thames Water Aqua 
Idings GmbH, which is RWE's holding company for its global water business, to merge with a subsidiary of RWE and become a wholly 

ed indirect subsidiary of RWE. A special meeting of stockholders of American Water Works will be held on Thursday, January ,2002 
fa.m.lp.m.1 local time, to consider a proposal to adopt the merger agreement so that the merger can occur. The meeting will be held at The 

Mansion on Main Street in Voorhees, New Jersey. Notice of the special meeting is enclosed. 

Upon completion of the merger, you will be entitled to receive $46.00 in cash for each share of common stock that you own. This price 
qresents a 37.2% premium over the average closing price per share over the 30 trading days prior to September 10,2001, and a 29.5% 

O-mmium over the highest closing share price our stock ever obtained prior to the public announcement of the merger agreement. 

This proxy statement gives you detailed information about the special meeting and the merger and includes the mergetagreement as Annex 
1. The receipt of cash in exchange for your shares of common stock in the merger will constitute a taxable transaction for U.S. federal income 
ax purposes. We encourage you to read the proxy statement and the merger agreement carefully. 

Our board of directors has, by a unanimous vote, approved the merger agreement and determined that the merger agreement and the merger 
xe fair to and in the best interests of American Water Works and our stockholders. In connection with its evaluation of the merger, the board o 

ctors considered a number of factors, including the written opinion of Goldman, Sachs & Co., delivered on September 16,2001 to the 
mard of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of September 16,2001, the $46.00 in cash 
xr share to be received by holders of American Water Works common stock pursuant to the merger agreement, was fair from a financial point 
sfview to those holders. The Goldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works 
mmmon stock or cumulative preferred stock, 5% series should vote with respect to the merger. The written opinion of Goldman Sachs is 

0 &shed as Annex B to the enclosed proxy statement, and you should read it in its entirety. 

Your vote is important. We cannot complete the merger unless holders of a majority of the voting power of our outstanding common stock 

her as a single class, vote to adopt the merger agreement. Our board of directors recommends that you vote "for"the proposal to adopt th 
I ' bwhich is entitled to one vote per share) and cumulative preferred stock, 5% series (which is entitled to onetenth of a vote per share), voting 

nerger agreement. The failure of any stockholder to vote on the merger will have the same effect as a vote against the merger. 

0 
Stockholders owning or controlling a total of 25,989,476 shares of common stock, which represents approximately 26% of all outstanding 

mtes, have entered into a voting agreement in which they agreed to vote in favor of adopting the merger agreement. In addition, each of our 
%rectors and executive officers (including some who have entered into the voting agreement) has indicated that he or she intends to vote his or 
3er own shares in favor of the proposal to adopt the merger agreement. Whether or not you plan to attend the special meeting, please complete, 
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sign and date the accompanying proxy card and return it in the enclosed prepaid envelope. You may also submit a proxy by telephone or 

ernet by following the instructions in the proxy statement and on the enclosed proxy card. If you attend the special meeting, you may revoke 
yaw proxy and vote in person if you wish to do so. 

The board of directors and management of American Water Works appreciate your continuing interest and support of our company, and we 
e you will support this exciting transaction. 

Sincerely, 
e 

e 

e 

e 

Marilyn Ware 
e i r m a n  of the Board of Directors 

J. James Barr 
Chief Executive Ofleer and President 

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 
TO BE HELD JANUARY ,2002 

l?3 THE HOLDERS OF: 

COMMON STOCK 
CUMULATIVE PREFERRED STOCK, 5% SERIES 
5% CUMULATIVE PREFERENCE STOCK 

We are pleased to notify you of and invite you to a special meeting of stockholders. At the meeting, holders of common stock and 
amdat ive preferred stock, 5% series will be asked: 

e .  
to vote on a proposal to adopt the Agreement and Plan of Merger, dated as of September 16,2001, among American Water 
Works, RWE Aktiengesellschaft, a company organized under the laws of the Federal Republic of Germany, Thames Water 
Aqua Holdings GmbH, a company organized under the laws of the Federal Republic of Germany and a wholly owned 
of RWE, and Apollo Acquisition Company, a Delaware corporation and a wholly owned subsidiary of Thames Water Holdings, 
as the merger agreement may be amended from time to time; and 

e 
to consider any other matters that are properly brought before the special meeting or any adjournments or postponements of the 
special meeting. 

Only holders of record of common stock and cumulative preferred stock, 5% series at the close of business on ,200 1 may vote at the 
@*cia1 meeting. 

I We urge you to read the accompanying proxy statement carefully as it sets forth details of the proposed merger and other important 
1 kforrnation related to the merger. 
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&e fair value of their shares as determined by the Delaware Court of Chancery if the merger is completed, but only if they submit a written 
demand for such an appraisal prior to the vote on the merger agreement and they comply with the Delaware law procedures explained in the 
accompanying proxy statement. 

Page 4 of 9 
Under Delaware law, holders of our common stock who do not vote in favor of the merger agreement will have the right to seek appraisal of 

Your vote is important. Whether or not you plan to attend the special meeting, please complete, sign and date the accompanying proxy card 
0 and return it in the enclosed prepaid envelope. You may also submit a proxy by telephone or Internet by following the instructions in the proxy 

statement and on the enclosed proxy card. If you attend the special meeting, you may revoke your proxy and vote in person if you wish to do 
I sa 

~ By Order of the Board of Directors, 

0 W. Timothy Pohl 
General Counsel and Secretary 

V'oorhees, New Jersey - ,2001. 

0 

AMERICAN WATER WORKS COMPANY, INC. 
1025 Laurel Oak Road 

Voorhees, New Jersey 08043 
856-346-8200 

0 

0 

PROXY STATEMENT 
FOR THE SPECIAL MEETING OF STOCKHOLDERS 

January ,2002 

This proxy statement is being furnished to our stockholders in connection with the solicitation of proxies by our board of directors to be used 
*a special meeting of our stockholders to be held at The Mansion on Main Street in Voorhees, New Jersey, on Thursday, January ,2002, at 
e [a.m./p.m.], local time, and any adjournments or postponements thereof. 

At the special meeting, the stockholders will be asked to consider and vote upon a proposal to adopt the agreement and plan of merger dated 
3% of September 16,2001, among American Water Works, RWE Aktiengesellschaft, a company organized under the laws of the Federal 

Thames Water Aqua Holdings GmbH, a company organized under the laws of the Federal Republic of Germany and a 
ary of RWE, and Apollo Acquisition Company, a Delaware corporation and a wholly owned subsidiary of Thames Wate 
r agreement may be amended from time to time. In the merger, Apollo will merge into American Water Works with 
s continuing as the surviving corporation and an indirect wholly owned subsidiary of RWE. 

Subject to the terms and conditions of the merger agreement, upon consummation of the merger each issued and outstanding share of our 
m m o n  stock, other than shares held by stockholders who validly exercise appraisal rights (as discussed in this proxy statement), will 
attomatically be canceled and cease to exist and will be converted into the right to receive a per share amount equal to $46.00 in cash, without 
innterest. Prior to the merger and as a condition to completing the merger, we will redeem (1) each issued and outstanding share of our 

~ m u l a t i v e  preferred stock, 5% series for a redemption price of $25.25 per share plus an amount equal to full cumulative dividends thereon to 
be redemption date and (2) each issued and outstanding share of our 5% cumulative preference stock for a redemption price of $25.00 per 

plus an amount equal to full cumulative dividends thereon to the redemption date. 

Upon the consummation of the merger, stockholders of American Water Works will have no further interest in the surviving corporation. A 
y of the merger agreement is attached to this proxy statement as Annex A. 

~0 , In connection with the proposed merger, appraisal rights will be available to those holders of the common stock of American Water Works ' 
1 

&IO do not vote in favor of adoption of the merger agreement and who otherwise comply with the requirements of Section 262 of the Delaware 
3eneral Corporation Law, a copy of which is included as Annex C to this proxy statement. You should read the section entitled "Appraisal 
Gghts" in this proxy statement for a discussion of the procedures to be followed in asserting appraisal rights under Section 262 in connection 
with the proposed merger and the full text of Section 262, which is included as Annex C to this proxy statement. I. ~~p://~ww.sec.gov/Archives/edgar/data/3 1881 9/000091205701538618/a2062737zprem14a.htm 3/14/0 



Prepared by MERRILL CORPORATION Page 5 of 9 
AMERICAN WATER WORKS' BOARD OF DIRECTORS, AFTER CAREFUL CONSIDERATION, HAS APPROVED AND DECLARED 
ADVISABLE THE MERGER AGREEMENT, HAS DETERMINED THAT THE MERGER IS FAIR TO, AND IN THE BEST INTERESTS 
OF, AMERICAN WATER WORKS AND ITS STOCKHOLDERS, AND RECOMMENDS THAT THE STOCKHOLDERS VOTE "FOR" 
ADOPTION OF THE MERGER AGREEMENT AT THE SPECIAL MEETING. 

0 

Our board of directors has fixed the close of business on ,2001 as the record date for the special meeting and only holders of common 
'stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record date, there were 

outstanding and entitled to vote shares of common stock (one vote per share) and 101,777 shares of cumulative preferred stock, 5% series 
(one-tenth of a vote per share). 

This proxy statement is dated ,2001 and is first being mailed on or about ,2001. 
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0 

SUMMARY TERM SHEET 

This summary term sheet highlights important information in this proxy statement and does not contain all of the information that is 
important to you. You should carefully read this entire proxy statement and the other documents we refer you to for a more complete 

hderstanding of the matters being considered at the special meeting. In addition, we incorporate by reference important business and financial 
ation about American Water Works into this proxy statement. You may obtain the information incorporated by reference into this proxy 

statement without charge by following the instructions in the section entitled “Where You Can Find More Information.” 

e Proposed Transaction 

0 
In the merger, a wholly owned indirect subsidiary of RWE will merge into American Water Works with American Water Works 
continuing as the surviving corporation. American Water Works will become the Americas division of RWE‘s water business 
and it will operate under the name American Water Works. 

l 
I 
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Upon consummation of the merger each issued and outstanding share of our common stock, other than shares held by 
stockholders who validly exercise appraisal rights (as discussed in this proxy statement), will automatically be canceled and 

I cease to exist and will be converted into the right to receive a per share amount equal to $46.00 in cash, without interest. 

. 
As a result of the merger, we will cease to be an independent, publicly traded company and will become an indirect, wholly 
owned subsidiary of RWE. 

1 me Companies (see page 10) 

American Wafer Works 0 

American Water Works is the largest publicly traded enterprise devoted exclusively to the water and wastewater business in the United 
es. On November 7,2001, we completed the acquisition of Azurix North America Corp. and Azurix Industrials Corp., which expanded our 

pmence into the southeastern and northwestern United States and three Canadian provinces. American Water Works and its subsidiaries now 
roximately 6,300 employees and provide water, wastewater and other water resource management services to a population of 

twelve million in 28 states and Canada. In addition, we have received the necessary approvals from the states of Arizona, 
a, Ohio and Pennsylvania for our purchase of the water and wastewater assets of Citizens Communications Company, a muki 

ing company. The California Public Utility Commission approved our acquisition of Citizen's water and wastewater assets in that 
&ate in September 2001, but we are awaiting a possible rehearing before that commission and a possible appellate proceeding before we will 

0 

the acquisition. On August 30,2001, we announced an agreement to sell our New England operations to Kelda Group PIC for 
ximately $1 18 million in cash plus the assumption of approximately $1 15 million in debt. 

0 R WE 

RWE is a global multi-utility company that does business, through its subsidiaries and affiliates, in over 120 countries. Its core businesses 
eIectricity, gas, water, and waste and recycling. 

Thames Water Holdings 
0 

Thames Water Aqua Holdings GmbH, which we will refer to in this proxy statement as Thames Water Holdings, is the holding company for 
of RWE's global water business. In 2000, RWE acquired Thames Water PIC, the leading supplier of water and wastewater service in the 

Mited Kingdom. 

0 
ames Water Plc is a subsidiary of Thames Water Holdings and, after the merger, American Water Works will be a subsidiary of Thames 

Water Holdings as well. 

Apollo Acquisition Company 

Apollo Acquisition Company, which we will refer to in this proxy statement as Apollo, is a Delaware corporation formed solely for the 
se of merging into American Water Works and has not conducted any unrelated activities since its organization. Apollo is a wholly 

ed subsidiary of Thames Water Holdings. 

%?&at You Will Be Entitled to Receive Upon Completion of the Merger (see page 31) 

Upon completion ofthe merger, you will be entitled to receive $46.00 in cash, without interest, for each share of common stock that you 
own, plus any declared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record 

and the date on which the merger is completed. Prior to the merger and as a condition to completing the merger, we will redeem (1) each 
and outstanding share of our cumulative preferred stock, 5% series for a redemption price of $25.25 per share plus an amount equal to 
mulative dividends thereon to the redemption date and (2) each issued and outstanding share of our 5% cumulative preference stock for a 

mption price of $25.00 per share plus an amount equal to full cumulative dividends thereon to the redemption date. 

After we complete the merger, Thames Water Holdings or one of its wholly owned subsidiaries will be the sole stockholder of American 
0 

Water Works. 

e Special Meeting (see page 11) 
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I Date, Time and Place of the Special Meeting 
' 0  

Page 8 of 9 

1 The special meeting is scheduled to be held as follows: 

Date: January 0,2002 

I Time: 0 ,  local time 

I Place: The Mansion on Main Street, Voorhees, New Jersey 

I Proposal to be Considered at the Special Meeting 

At the special meeting, you will be asked to vote on a proposal to adopt the merger agreement. A copy of the merger agreement is attached 
m Annex A to this proxy statement. 

Record Date 

Our board of directors has fixed the close of business on ,2001 as the record date for the special meeting and only holders of record of 
m m o n  stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record date, there 
were outstanding and entitled to vote shares of common stock (one vote per share) and 101,777 shares of cumulative preferred stock, 5% 
sxies (one-tenth of a vote per share). 

0 Voting Rights: Vote Required for Adoption 

Each share of common stock entitles its holder to one vote on all matters properly coming before the special meeting and each share of 
m u l a t i v e  preferred stock, 5% series entitles its holder to onstenth of a vote on all matters properly coming before the special meeting. The 
pesence in person or representation by proxy of stockholders entitled to cast a majority of the votes of all outstanding 

0 2 

i h e s  entitled to vote on the proposal to adopt the merger agreement, considered together, shall constitute a quorum for the purpose of 
,=sidering that proposal. 

0 
Ifyou hold your shares in an account with a broker or bank, you must instruct the broker or bank on how to vote your shares. If an executed 

mxy card returned by a broker or bank holding shares indicates that the broker or bank does not have authority to vote on the proposal to 
pt the merger agreement, the shares will be considered present at the meeting for purposes of determining the presence of a quorum, but 
not be voted on the proposal to adopt the merger agreement. This is called a broker nonuote. Your broker or bank will vote your shares 
if you provide instructions on how to vote by following the instructions provided to you by your broker or bank. 

0 
Under Delaware law and our certificate of incorporation, the proposal to adopt the merger agreement must be adopted by the affirmative vot 

$the holders of a majority of the votes represented by all of the outstanding shares of common stock and cumulative preferred stock, 5% 
xries, voting together as a single class, with each share of common stock entitled to one vote and each share of cumulative preferred stock, 5% 

'es entitled to one-tenth of a vote. Abstentions and broker non-votes will have the same effect as a vote against the proposal to adopt 
cmerger agreement. 

Some of our major stockholders (including some of our directors) holding 25,989,476 shares of our common stock representing 
0 

ximately 26% of the total votes entitled to be cast at the special meeting have entered into a voting agreement with Thames Water 
diddings obligating those stockholders to vote their shares in favor of the transaction. In addition, each of our directors and executive officers 
.hcIuding some who have entered into the voting agreement) has indicated that he or she intends to vote his or her own shares in favor of the 
mposal to adopt the merger agreement. If our directors and officers and the other major stockholders party to the voting agreement vote their 
&ares for the proposal to adopt the merger agreement, approximately 28.6% of the voting power of our outstanding common stock and 

Oamulative preferred stock, 5% series will have voted for the proposal to adopt the merger agreement. This means that holders of only an 
21.5% of the voting power of all shares entitled to vote at the meeting would need to vote for the proposal to adopt the merger 
in order for it to be adopted. 

I 
Voting and Revocation of Proxies ' ~@://www.sec.gov/Archives/edgar/data/3 1881 9/00009120570153861 8/a2062737zprem14a.htm 3/14/0 
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After carefully reading and considering the information contained in this proxy statement, you should complete, date and sign your proxy 

card and mail it in the enclosed return envelope as soon as possible so that your shares are represented at the special meeting. You can also vote 
i m  person at the meeting, but we encourage you to submit your proxy now in any event. You can also submit your proxy by telephone by 
~ i l l i n g  the number on your proxy card or over the Internet by going to the web site designated on your proxy card. Unless you specify to the 
mntrary on your proxy card, all of your shares represented by valid proxies will be voted "for" the proposal to adopt the merger agreement. 

Please do not send in your stock certificates with your proxy card. After the merger is completed, a separate letter of transmittal will be e 
mailed to you which will enable you to receive the merger consideration. 

Until exercised at the special meeting, you can revoke your proxy and change your vote in any of the following ways: 

by delivering written notification to American Water Works' General Counsel and Secretary at our executive offices at 1025 
Laurel Oak Road, Voorhees, New Jersey 08043; 

e 

by delivering a proxy of a later date by mail, Internet or telephone in the manner described in this proxy statement; 

e 
by attending the special meeting and voting in person. Your attendance at the meeting will not, by itself, revoke your proxy- 
you must vote in person at the meeting; or 

e 
if you have instructed a broker or bank to vote your shares, by following the directions received from your broker or bank to 
change those instructions. 

3 

Questions and Additional Information 

For additional information regarding the procedure for delivering your proxy see "The Special Meeting-Voting and Revocation of Proxies" 
d "The Special Meeting-Solicitation of Proxies." 

If you have more questions about the merger or how to submit your proxy, or if you need additional copies of this proxy statement or the 
emclosed proxy card or voting instructions, you should contact Georgeson Shareholder Communications Inc. at 17 State Street, 10th Floor, 

York, New York 10004, or by telephone at 8OB223-2064 or American Water Works' General Counsel and Secretary at our executive 
ces at 1025 Laurel Oak Road, Voorhees, New Jersey 08043, or by telephone at 856346-8223. 

ommendations of Our Board of Directors (see page 17) 

' After careful consideration, our board of directors unanimously: 

determined that the merger agreement, the merger and the transactions contemplated thereby are fair to, and in the best interests 
of, American Water Works and its stockholders; 

e 
approved and declared advisable the merger agreement; and 

. 
recommended that our stockholders vote to adopt the merger agreement. 

Our board of directors recommends that you vote "for" the proposal to adopt the merger agreement at the special meeting. 

inion of Financial Advisor (see page 19) 

On September 16,2001, Goldman Sachs delivered its oral opinion, which was subsequently confirmed in writing as of September 16,2001, 
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Prepared by MERRILL CORPORATION Page 10 of 9 
do the American Water Works board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of 
September 16,2001, the $46.00 in cash per share of American Water Works common stock to be received by the holders of American Water 
Works common stock pursuant to the merger agreement was fair from a financial point of view to those holders. 

e 

The full text of the written opinion of Goldman Sachs, which sets forth assumptions made, matters considered and limitations on the 
w i e w  undertaken in connection with the opinion, is attached as Annex B to this proxy statement. Goldman Sachs provided its opinion 

r the information and assistance of the American Water Works board of directors in connection with its consideration of the merger. 
"he Goldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works common stock or 
Mrnulative preferred stock, 5% series should vote with respect to the merger. We urge you to read the opinion in its entirety. 

Werests of Directors and Executive Officers in the Merger (see page 28) 

In considering the recommendation of our board of directors to vote for the proposal to adopt the merger agreement so that the merger can 
m a r ,  you should be aware that some of our executive officers and members of our board of directors have interests in the merger that may be 
31 addition to or different from the interests of our stockholders generally. The members of the American Water Works board of directors were 
marare of these interests and considered them at the time they approved the merger. These interests include the following: 

. 
0 Stock options held by our officers and directors will be treated in the same manner as stock options held by other American 

Water Works employees. Upon the consummation of the merger, all unvested options for common stock and other stockbased 
rights issued under our stock incentive plans will vest and become exercisable. Also, at the time of the merger, RWE 

4 

will cash out all the options to purchase common stock at a price equal to the excess, or the spread, of the $46.00 in cash per 
share merger consideration over the per share exercise price of each option. 

0 

0 

e 

0 

0 

. 
Each of our executive officers has entered into a change in control agreement with us. These agreements provide that, if within 
three years after the merger, the officer's employment terminates without cause (as defined in the agreements) or for good reaso 
(as defined in the agreements), the officer will receive certain severance benefits. 

After the merger, J. James Barr, President and Chief Executive Officer, Ellen C. Wolf, Vice President and Chief Financial 
Officer, Daniel L. Kelleher, Senior Vice President of our American Water Works Service Company subsidiary, W. Timothy 
Pohl, General Counsel and Secretary, Joseph F. Hartnett, Jr., Treasurer, and Robert D. Severs, Comptroller (the "executive 
officers"), each will be entitled to receive, upon termination of their employment with American Water Works, a lump sum 
payment equal to the present value of each of their respective accrued benefits under either the Supplemental Executive 
Retirement Plan or the Supplemental Retirement Plan, as applicable. 

Each of our executives and non-employee directors may elect to receive payment of his or her account under our Executive and 
Director Deferred Compensation Plans (subject to a 5% early withdrawal penalty) within one year after the merger, 

After the merger, each of our executive officers and other key employees will be eligible to receive retention bonuses equal to a 
multiple of their current base salary (2, 1.50, 1.25 or .75, depending upon the level of the employee), with (1) 75% of the bonus 
amount payable on the date of the merger, so long as the employee continues to be employed on such date, and (2) the 
remaining 25% payable upon the earlier to occur of a specified date (without regard to whether or not the merger actually 
occurs) or six months after the date of the merger (assuming the employee continues to be employed on such date). The 25% of 
the bonus amount is also subject to accelerated payment upon a termination of employment by us without cause or by the 
employee for good reason after the merger. 

Upon completion of the merger, J. James Barr, our President and Chief Executive Officer and a member of our board of 
directors, will become President and Chief Executive Officer of RWE's combined water operations in North and South America 
and be elected a director of Thames Water PIC. In addition, upon completion of the merger, Marilyn Ware, chairman of our 
board of directors, will be elected a member of the Thames International Advisory Council. 
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The receipt of $46.00 in cash for each share of our common stock pursuant to the merger will be a taxable transaction for U.S. federal 
k o m e  tax purposes. For U.S. federal income tax purposes, each of our stockholders generally will realize taxable gain or loss as a result of the 
laager measured by the difference, if any, between $46.00 per share and the adjusted tax basis in that share owned by the stockholder. For 
ikafsitional information regarding material U.S. federal income tax consequences of the merger to our stockholders, see "The MergerMaterial 
US. Federal Income Tax Consequences of the Merger to our Stockholders." 

5 

g@gulatory Approvals (see page 26) 
0 

Utilities Regulation 

American Water Works and its subsidiaries have a business presence in 28 states and Canada and are regulated by state agencies in 21 of 

ordance with their respective laws. We currently anticipate regulatory review in more than half of the states in which we are regulated 
plicable state laws, the merger may not be consummated until it is approved by certain of those state regulatory agencies 

definitive review to determine which state agencies will need to review the transaction. We estimate that it will take at 
e the required regulatory reviews and obtain the required regulatory approvals. The merger agreement may be terminated 

Water Works or RWE if the required regulatory approvals are not obtained by September 16,2003, subject to a 60 day 
gulatory waiting period that has not yet expired by September 16,2003 if all other conditions are satisfied. 

0 that regulatory agencies with jurisdiction over the transaction will consider whether it is in the public interest, whether RWE, 
r Holdings and Thames Water Plc are financially, technologically and managerially suitable to control the American Water 
iaries that are regulated by the particular agency and the ability of those subsidiaries to continue to provide safe, adequate and 

adiable service to the public through their plant, equipment and manner of operation. We believe that the large size, accompanying financial 
and technical expertise of RWE, Thames Water Holdings and Thames Water Plc, as well as their commitment to customer service, 

employee relations, strong community service and safe environmental practices, will be found adequate to permit the American Wate 
bsidiaries to continue as well-run, customer-oriented water utilities and for the merger to result in benefits to their current and future 

mers, employees and operations. We therefore expect all state regulatory approvals necessary to consummate the transaction will be 
0 

d. It is a condition to the closing of the merger that all such required state regulatory approvals be obtained and that these regulatory 
not impose terms or conditions which would reasonably be expected to have a material adverse effect on us or on us and Thames 
Idings' U.S. subsidiaries, taken as a whole. While we do not anticipate any such terms or conditions, we cannot assure you that this 

on will be met. 

Antitrust Regulation 

Under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules promulgated thereunder by the Federal Trade 
Ckmmission, the merger may not be completed until notifications have been given and certain information has been furnished to the FTC and 

Antitrust Division of the Department of Justice and the applicable waiting period has expired or been terminated. We expect to file 
a&!&ication and report forms under the HSR Act with the FTC and the Antitrust Division during the spring of 2002. It is a condition to the 

of the merger that the waiting period under the HSR Act with respect to the merger expire, or the FTC and the Antitrust Division grant 
rmination of the waiting period under the HSR Act. 

T k  Merger Agreement (see page 31) 

Conditions to the Merger (seepage 38) 
e 

Conditions to Each Party's Obligations. Each party's obligation to complete the merger is subject to the satisfaction or waiver of the 
ing conditions: 

. 
we must obtain the adoption of the merger agreement by the affirmative vote of the holders of a majority of the votes 
represented by all the outstanding shares of our common stock and our cumulative preferred stock, 5% series, voting together as 
a single class, with each share of our 

e 

6 
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common stock entitled to one vote and each share of cumulative preferred stock, 5% series, entitled to ]/loth of a vote; 

the waiting period applicable to the completion of the merger under the HarvScott-Rodino Antitrust Improvements Act shall 
have expired or been terminated; 

any other required approval or waiting period under any other similar competition, merger control, antitrust or similar law or 
regulation, the failure of which to obtain or comply with would reasonably be expected to have a material adverse effect on us, 
shall have been obtained or terminated or shall have expired; 

there must not be in effect any temporary restraining order, preliminary or permanent injunction or other order or decree issued 
by a court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the completion of the 
merger; 

all required regulatory approvals under the laws and judgments of any state public utility commission, state public service 
commission or similar state regulatory body must have been obtained and must not have been reversed, enjoined or suspended 
and any waiting periods or conditions thereto must be expired or satisfied; 

all material required regulatory approvals under the laws and judgments of any public health departments, environmental 
protection agencies or of any federal or state regulatory body having jurisdiction over similar matters shall have been obtained 
and must not have been reversed, enjoined or suspended and any waiting periods or conditions thereto must be expired or 
satisfied; and 

the redemption of our outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock, must be 
completed. 

Conditions to RWE's, Thames Water Holdings'andApollo's Obligations. The obligation of RWE, Thames Water Holdings and Apollo to 
cmtplete the merger is subject to the satisfaction or waiver of the following additional conditions: 

0 our representations and warranties must be true and correct as of the date of the merger agreement and as of the closing date, 
except representations and warranties that speak as of an earlier date, which must be true and correct as of that earlier date, other 
than any failure to be true and correct that would not reasonably be expected to have a material adverse effect on us; 

we must have performed in all material respects all obligations that we are required to perform under the merger agreement prio 
e to the closing date; 

no material adverse effect on us shall have occurred and there must be no state of facts, change, development, effect, condition 
or occurrence that would reasonably be expected to have a material adverse effect on us; and 

I 
the required regulatory approvals for the merger and other regulatory approvals obtained between the date of the merger 

reasonably be expected to have a material adverse effect on us or on Thames Water Holdings' U.S. subsidiaries and us, taken as 
a whole. 

, a  
I agreement and the closing date in connection with acquisitions by us must not impose any terms or conditions that would 

I 
Conditions to American Water Works' Obligations. Our obligation to complete the merger is subject to the satisfaction or waiver of the 

e8&&wing additional conditions: 

RWE, Thames Water Holdings and Apollo's representations and warranties must be true and correct as of the date of the merger 
agreement and as of the closing date, except representations and warranties that speak as of an earlier date which must be true 
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' 0  
date, other than any failure to be true and correct that would not reasonably be expected to impair in any material respect the 
ability of RWE, Thames Water Holdings or Apollo to perform its obligations under the merger agreement or prevent or 
materially delay the completion of the merger; and 

RWE, Thames Water Holdings and Apollo must have performed in all material respects all obligations that each of them are 
required to perform under the merger agreement prior to the closing date. 

10 

Termination of the Merger Agreement (seepage 41) 

The merger agreement may be terminated at any time prior to the completion of the merger, whether before or after stockholder approval has 

by mutual written consent of American Water Works, Thames Water Holdings and Apollo; 

0 by either American Water Works or Thames Water Holdings, if: 

the merger is not completed on or before March 16,2003, except that: 

0 

0 

0) 
this right to terminate will not be available to any party whose failure to comply with the merger agreement has 
been the primary reason the merger has not been completed by that date; 

(ii) 
the date will be extended to September 16,2003, if all conditions are satisfied other than obtaining the required 
regulatory approvals, and the date will be further extended up to an additional 60 days for any waiting period in 
respect of a regulatory approval that has not yet expired if all other conditions are satisfied; and 

(iii) 
neither party may terminate if all other conditions are satisfied other than the consummation of the redemption of 
our cumulative preferred stock, 5% series and 5% cumulative preference stock and American Water Works has 
mailed the notices of redemption; 

any order, injunction or other legal restraint or prohibition that prevents the completion of the merger is in effect and has 
become final and nonappealable; or 

0 our stockholders do not approve the merger agreement at the special meeting; or 

, 0 

by Thames Water Holdings if: 

' 0  
our board of directors withdraws or modifies in a manner adverse to RWE its recommendation for approval of the 
merger agreement or recommends to our stockholders any takeover proposal by a third party; or I 
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we have breached any of our representations or warranties, other than any failures of our representations and warranties 
to be true and correct that individually or in the aggregate would not reasonably be expected to have a material adverse 
effect, or materially breached any covenants in the merger agreement and the breach is not cured within 20 business days 
after written notice of the breach is delivered: or 

a . 
by us if: 

Thames Water Holdings has breached any of its representations or warranties, other than a n j  failures of its 
representations and warranties to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect, or materially breached any covenants in the merger agreement and the breach 
is not cured within 20 business days after written notice of the breach is delivered; or 

a 

8 

a 
. 

a 

prior to obtaining stockholder approval, our board of directors authorizes us to enter into an agreement with respect to a 
takeover proposal from a third party concurrently with such termination, provided that we have complied with the 
provisions of the merger agreement described below under "The Merger AgreemenGNo Solicitation of Other Offers," 
including the payment to Thames Water Holdings of the $138 million termination fee described below. 

Termination Fees (seepage 42) 

The merger agreement provides that upon termination in specified circumstances we must pay to Thames Water Holdings a termination fee 
of $138 million. In addition, upon termination in certain other specified circumstances, Thames Water Holdings must pay to us a termination 
fke of $138 million. See "The Merger Agreement-Termination Fees." a 

ppraisal Rights (see page 45) 

Stockholders who do not wish to accept the $46.00 per share cash consideration payable pursuant to the merger may seek, under Delaware 
law, judicial appraisal of the fair value of their shares by the Delaware Court of Chancery. This value could be more or less than or the same as 

e merger consideration of $46.00 in cash per share. This right of appraisal is subject to a number of restrictions and technical requirements. 
*Generally, in order to exercise appraisal rights, among other things: 

. 
you must not vote in favor of the proposal to adopt the merger agreement; 

a you must make a written demand on us for appraisal in compliance with Dc...iware law before the vote on the proposal to adopt 
the merger agreement at the special meeting; and 

. 
you must hold your shares of record continuously from the time of making a written demand for appraisal until the effective 
time of the merger. 

a 
Merely voting against the merger agreement will not preserve your right of appraisal under Delaware law. Also, because a submitted proxy 

laat marked "against" or "abstain" will be voted for the proposal to adopt the merger agreement, the submission of a proxy not marked "against" 
w "abstain" will result in the waiver of appraisal rights. If you hold shares in the name of a broker or other nominee, you must instruct your 

minee to take the steps necessary to enable you to assert appraisal rights. If you or your nominee fails to follow all of the steps required by 
e statute, you will lose your right of appraisal. 

Annex C to this proxy statement contains the relevant provisions of the Delaware statute relating to your right of appraisal. 
a 

9 
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l THE COMPANIES 

e h e r i c a n  Water Works Company, Inc. 
I 

American Water Works is the largest publicly traded enterprise devoted exclusively to th water and wastewater business in the United 
'Bates. The core business of American Water Works is the ownership of common stock of utility companies providing water and wastewater 
m i c e s .  American Water Works refers to the combination of it and its utility subsidiaries as the "American Water System." The American 
Water System has functioned for over 50 years. Each subsidiary operates independently, yet shares in the benefits of size and identity afforded 
b the American Water System. In addition to its utility subsidiaries, some of American Water Works' subsidiaries engage in nomegulated 
&&messes. For example, American Water Services, Inc. is focused on the growing contract operations segment of the water and wastewater 
market, and American Water Resources is a subsidiary formed to invest in water and wastewatexelated products and services. 

On November 7,2001, we completed the acquisition of Azurix North America Corp. and Azurix Industrials Corp., which expanded our 
into the southeastern and northwestern United States and three Canadian provinces. American Water Works and its subsidiaries now 

imately 6,300 employees and provide water, wastewater and other water resource management services to a population of 
ly twelve million in 28 states and Canada. In addition, we have received the necessary approvals from the states of Arizona, 
ana, Ohio and Pennsylvania for our purchase of the water and wastewater assets of Citizens Communications Company, a mulg 

mg company. The California Public Utility Commission approved our acquisition of Citizen's water and wastewater assets in that 
in September 2001, but we are awaiting a possible rehearing before that commission and a possible appellate proceeding before we will 
the acquisition. On August 30,2001, we announced an agreement to sell our New England operations to Kelda Group Plc for 
million in cash plus the assumption of $1 15 million in debt. 

e 

e 
utility subsidiary is subject to the rules of both federal and state environmental protection agencies, particularly with respect to the 
of water distributed. In addition, with one exception, the utility subsidiaries function under economic regulations prescribed by state 

%teguIatory commissions. 

The executive offices of American Water Works are located at 1025 Laurel Oak Road, P.O. Box 1'7'70, Voorhees, New Jersey 08043, 
@&phone 856-346-8200. 

Aktiengesellschaft 

R W  is a global multi-utility company that does business, through its subsidiaries and affiliates, in over 120 countries. Its core business 
w e n t s  are electricity, gas, water, and waste and recycling. RWE's worldwide water activities are managed through R W ' s  wholly owned 
wbsidiary, Thames Water Holdings. RWE, which was founded in 1898, is a company organized under the laws of The Federal Republic of 

't3mnany. RWE's executive offices are located at Opernplatz 1,45128 Essen, Germany, telephone 49201-1200. 

es Water Aqua Holdings GmbH 

Thames Water Holdings is a wholly owned subsidiary of RWE. Thames Water Holdings is the holding company for all of R W s  global 

Water Plc is a subsidiary of Thames Water Holdings and, after the merger, American Water Works will be a subsidiary of Thames 
oldings as well. Thames Water Holdings is a company organized under the laws of The Federal Republic of Germany. Its executive 
re located at Opernplatz 1,45128 Essen, Germany, telephone 49201-1200. 

water business. In 2000, RWE acquired Thames Water Plc, the leading supplier of water and wastewater services in the United Kingdom. 

&pdlo Acquisition Company 

Apollo Acquisition Company is a Delaware corporation formed solely for the purpose of merging into American Water Works and has not 
mducted any unrelated activities since its organization. Apollo is a wholly owned subsidiary of Thames Water Holdings. The executive 

es of Apollo are located at Clearwater Court, Vastern Road, Reading RG1 SDB, United Kingdom, telephone 44-1 18-373-8420. 

10 
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Page 16 of 9 0 
This proxy statement is furnished inconnection with the solicitation of proxies by our board of directors in connection with a special 

te, Time and Place of the Special Meeting 

The special meeting is scheduled to be held as follows: 0 

Date: January ,2002 

Time: , local time 

Place: The Mansion on Main Street, Voorhees, New Jersey 0 

posal to be Considered a t  the Special Meeting 

At the special meeting, you will consider and vote upon a proposal to adopt an agreement and plan of merger, dated as of September 16, 
2001, among American Water Works, RWE, Thames Water Holdings and Apollo. A copy of the merger agreement is attached as Annex A to ' 

0 & proxy statement. 

Record Date 

Our board of directors has fixed the close of business on ,2001 as the record date for the special meeting and only holders of record of 
ODmmon stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record date, there 

Owere outstanding and entitled to vote shares of common stock (one vote per share) and 101,777 shares of cumulative preferred stock, 5% 
m-es (one-tenth of a vote per share). 

Voting Rights; Vote Required for Adoption 

Each share of common stock entitles its holder to one vote on all matters properly coming before the special meeting and each share of 
.emulative preferred stock, 5% series entitles its holder to onatenth of a vote on all matters properly coming before the special meeting. The 

sence in person or representation by proxy of stockholders entitled to cast a majority of the votes of all outstanding shares entitled to vote on 
proposal to adopt the merger agreement, considered together, shall constitute a quorum for the purpose of considering that proposal. 

If you hold your shares in an account with a broker or bank, you must instruct the broker or bank on how to vote your shares. If an executed 
card returned by a broker or bank holding shares indicates that the broker or bank does not have authority to vote on the proposal to 
the merger agreement, the shares will be considered present at the meeting for purposes of determining the presence of a quorum, but 

11 not be voted on the proposal to adopt the merger agreement. This is called a broker nonuote. Your broker or bank will vote your shares 
only if you provide instructions on how to vote by following the instructions provided to you by your broker or bank. 

Under Delaware law and our certificate of incorporation, the proposal to adopt the merger agreement must be adopted by the affirmative vot 
ofthe holders of a majority of the votes represented by all of the outstanding shares of common stock and cumulative preferred stock, 5% 
series, voting together as a single class, with each share of common stock entitled to one vote and each share of cumulative preferred stock, 5% 

*series entitled to one-tenth of a vote. 

Abstentions and broker non-votes will have the same effect as a vote against the proposal to adopt the merger agreement. 

1 Some of our major stockholders (including some of our directors) holding 25,989,476 shares of our common stock representing 
proximately 26% of the total votes entitled to be cast at the special 

11 

fleeting have entered into a voting agreement with Thames Water Holdings obligating those stockholders to vote their shares in favor of the 
haansaction. In addition, each of our directors and executive officers (including some who have entered into the voting agreement) has indicated 

he or she intends to vote his or her own shares in favor of the proposal to adopt the merger agreement. If our directors and officers and the 
r major stockholders party to the voting agreement vote their shares for the proposal to adopt the merger agreement, 28.6% of the voting 
er of our outstanding common stock and cumulative preferred stock, 5% series will have voted for the proposal to adopt the merger 

agreement. This means that holders of only an additional 2 1.5% of the voting power of all shares entitled to vote at the meeting would need to 
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~ Voting and Revocation of Proxies 

0 Stockholders of record may submit proxies by mail, by Internet, or by telephone. Stockholders who wish to submit a proxy by mail should 
mark, date, sign and return the proxy card in the envelope furnished. Stockholders who wish to submit a proxy by Internet may do so by going 

the website, www.vofeproxy.com. Stockholders who wish to submit a proxy by telephone may do so by calling '1.800-PROXIES. Telephone 
nternet proxy submission procedures are designed to verify stockholders through use of a control number that is provided on each proxy 
Stockholders who hold shares beneficially through a nominee (such as a bank or broker) may be able to submit a proxy by telephone or 

nternet if those services are offered by the nominee. 

Proxies received at any time before the special meeting, and not revoked or superseded before being voted, will be voted at the special 
meeting. Where a specification is indicated by the proxy, it will be voted in accordance with the specification. Where no specification is 
kdicated, the proxy will be voted "for" the proposal to adopt the merger agreement and in the discretion of the persons named in the proxy wit 
respect to any other business that may properly come before the meeting or any adjournment of the meeting. Our board of directors is not 
cmrently aware of any business to be brought before the special meeting other than that described in this proxy statement. 

0 Please do not send in your stock certificates with your proxy card. If the merger is completed, a separate letter of transmittal will be 
mailed to you which will enable you to receive the merger consideration. 

Until your proxy is exercised at the special meeting, you can revoke your proxy and change your vote in any of the following ways: 

0 by delivering written notification to American Water Works' General Counsel and Secretary at our executive offices at 1025 
Laurel Oak Road, Voorhees, New Jersey 08043; 

. 
by delivering a proxy of a later date by mail, Internet or telephone in the manner described herein; 

by attending the special meeting and voting in person. Your attendance at the meeting will not, by itself, revoke your proxy; you 
must vote in person at the meeting; or 

0 

if you have instructed a broker or bank to vote your shares, by following the directions received from your broker or bank to 
change those instructions. 0 

Sokitation of Proxies 

We will bear the expenses in connection with the solicitation of proxies. Arrangements will also be made with brokerage houses and other 
tastodians, nominees and fiduciaries for the forwarding of solicitation material to the beneficial owners of common stock held of record by 
m h  persons, and we 

0 
12 

ymay reimburse them for their reasonable transaction and clerical expenses. Solicitation of proxies will be made principally by mail. Proxies 
rimy also be solicited in person, or by telephone, facsimile, telegram or other means of communication, by our officers and regular employees 
n e s e  people will receive no additional compensation for these services, but will be reimbursed for any transaction expenses incurred by them 
* connection with these services. We have retained Georgeson Shareholder Communications Inc., a proxy solicitation firm, for assistance in 
m e c t i o n  with the solicitation of proxies for the special meeting at an anticipated cost of approximately $10,000 plus reimbursement of 
misonable out-of-pocket expenses. 

I 
I estions and Additional Information 

If you have more questions about the merger or how to submit your proxy, or if you need additional copies of this proxy statement or the 
mlosed proxy card or voting instructions, you should contact Georgeson Shareholder Communications Inc. at 17 State Street, 10th Floor, Ne 
Y a k ,  New York 10004, or by telephone at 8OC-223-2064 or our General Counsel and Secretary at our executive offices at 1025 Laurel Oak 
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I THE MERGER 

1 Background 

American Water Works has over the years implemented a growth strategy by participating in the increasing trend toward consolidation in th 
water industry in the United States. This strategy has helped make American Water Works the largest and most geographically diverse 
kvestor-owned water utility business in the United States. American Water Works has also been aware of the increasing trends of privatization 
*&global water industry assets and multi-national acquisition and ownership of water utilities. 

1 
~ 

American Water Works first learned of RWE's interest in a possible transaction on May 21,2001, when William Alexander, the Chief 
Executive Officer of Thames Water PIC (a subsidiary of Thames Water Holdings), contacted J. James Barr, President and Chief Executive 

;"Resident and Chief Financial Officer of American Water Works, Mr. Alexander and Christopher Bunker, Chief Financial Officer of Thames 
Water PIC. At that meeting, Messrs. Alexander and Bunker discussed with Mr. Barr and Ms. Wolf the potential acquisition of American Water 
Works by RWE through Thames Water Holdings. During these discussions, Mr. Alexander indicated that RWE was considering a proposed 
cash price of $41 .OO per share of American Water Works common stock. Mr. Barr stated that American Water Works would consider the offer 

OEicer of American Water Works. This initial contact was followed by a meeting on May 25,2001 between Mr. Barr, Ellen C .  Wolf, Vice 

respond to RWE. 
0 

On June 7,2001, the American Water Works board of directors held a special meeting to receive management's report concerning R W s  
al at which its legal advisors, Simpson Thacher & Bartlett, were present. Representatives of Simpson Thacher & Bartlett advised the 
ers of the American Water Works board of directors regarding their fiduciary duties in connection with their consideration of the 

oposed by RWE. American Water Works' senior management then made various presentations concerning RWE's proposal. At 
the American Water Works board of directors was of the view that RWE's $41.00 proposal was not attractive, given American 
business strategies and growth prospects. The American Water Works board of directors considered the strategic alternatives 
merican Water Works and authorized Mr. Barr to engage in further exploratory discussions with RWE to determine if RWE 

wmld be willing to offer a higher price. Mr. Barr informed the board of directors that American Water Works intended to retain Goldman, 
hs & Co. as financial advisor to American Water Works in connection with RWE's proposal. Subsequently, American Water Works 

executed an engagement letter with Goldman Sachs, dated as of June 14,2001, to act as its financial advisor in connection with a potential 
t&msaction with RWE. 

0 On June 8,2001, Mr. Barr contacted Mr. Alexander by telephone and indicated that the American Water Works board of directors was not 
hterested in a proposal for an acquisition at $4 1 .OO per share and that any offer must reflect American Water Works' full value as the leading 

Iicly owned water and water services company in the United States. On June 11,2001, Mr. Alexander contacted Mr. Barr to indicate that 
&WE would be willing to consider an increase in the price offered if RWE were permitted to conduct a due diligence investigation to better 
mderstand American Water Works' performance and prospects. 

0 OR June 26,2001, RWE, Thames Water PIC and American Water Works entered into a confidentiality agreement. Thereafter, management 
can Water Works and its legal and financial advisors met with management of Thames Water Plc and its legal and financial advisors 
e limited additional information about American Water Works. On July 11,2001, Mr. Alexander informed Mr. Barr by telephone and 

mwnting that RWE was pleased with what it had learned about American Water Works to date and had increased its offer to $45.00 per share 
I 
I 

erican Water Works common stock. Mr. Alexander also added that the offer was subject to completion of satisfactory due diligence, 
roval by the supervisory board of RWE, as well as negotiation of a mutually acceptable merger agreement and stockholder voting 

W e m e n t .  

14 
l o  

I On July 12,2001, the American Water Works board of directors held a special meeting to consider RWE's revised proposal at which 
.<qresentatives of Simpson Thacher & Bartlett were present. At this meeting, Mr. Barr advised the American Water Works board of directors 

the progress of negotiations and the board determined that it would hold another meeting on July 16,2001 to further consider the proposal. 
the July 16th meeting, representatives of Goldman Sachs reviewed with the American Water Works board of directors various topics relatin 

erican Water Works and the revised RWE proposal. Each of Goldman Sachs and management also discussed with the American Water 
rks board of directors other strategic options available to American Water Works as an independent company or in other business 
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binations, including the assessment by Goldman Sachs of the likelihood that (based on knowledge of the industry but without having made 
fic inquiries) other companies would be interested in making an offer to acquire or merge with American Water Works. After lengthy 
ssion, the American Water Works board of directors authorized management to hold further discussions with RWE and to allow RWE to 

proceed with additional financial and legal due diligence to determine if it would be willing to offer a higher price. The board of directors also 
cussed at length several transaction terms that would be important in evaluating any final proposal, including fiduciary termination rights, 

lnegulatory matters, employee and retiree benefits and covenants governing the conduct of business between signing and closing. 
0 

On July 17,2001, Mr. Barr contacted Mr. Alexander and stated that he was not prepared to recommend the $45.00 offer to the American 
orks board of directors but that American Water Works would be willing to provide additional financial and legal due diligence 
to RWE to allow RWE to determine if it would be willing to offer a higher price for American Water Works' common stock. 
ander responded that although he believed RWE had already mad? its best offer, he would instruct RWE representatives to continue 
nce and would discuss internally whether RWE would reconsider its offer. On July 18,2001, Ms. Wolf had a conference call with 

0 nker to discuss detailed arrangements for further due diligence. During the first two weeks of August, members of American Water 
management met with representatives of RWE as part of RWE's additional legal and financial due diligence. 

On August 8,2001, Mr. Barr had breakfast with Mr. Alexander to discuss the progress of negotiations. Mr. Barr reiterated to Mr. Alexander 
was not prepared to recommend the $45.00 offer to the board and that any offer to acquire American Water Works must address certain 
tual areas of importance to American Water Works. 

0 
On Friday, August 10,2001, Ms. Wolf and Daniel Kelleher, Senior Vice President of the American Water Works Service Company, met 

with Mr. Bunker and Jim McGivern, Managing Director, International Business Development of Thames Water PIC, to discuss the operating 
menants  of a potential merger agreement. The next day, Cravath, Swaine & Moore, legal advisors to RWE, distributed a draft merger 

ment and a draft stockholder voting agreement. On August 13,2001, Mr. Barr called Mr. Alexander to indicate that substantial issues had 
raised by the draft merger agreement and that American Water Works would respond with an aIternative draft merger agreement that 

iachrded terms acceptable to American Water Works. American Water Works' legal advisors did this and on August 17,2001, RWE responded 
o-wi& a revised draft merger agreement, and representatives of the parties commenced negotiations of the merger agreement. 

On Sunday, August 19,2001, Mr. Barr met with Mr. Alexander for breakfast to discuss the progress of negotiations. During that 
t-zmversation, Mr. Alexander reiterated his strong belief in the transaction and presented RWE's final proposal which included a price of $46.00 

share of American Water Works common stock. That conversation was followed by a written proposal from Mr. Alexander on behalf of 
R W  confirming the $46.00 per share proposal. Mr. Alexander also indicated that RWE was fully prepared to resolve all remaining contract 

O-&stxes. Mr. Alexander 
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ed that he would seek RWE's supervisory board approval on Wednesday, August 22,2001 and Mr. Barr indicated that he would present 
's proposal to the American Water Works board of directors that same day. 

Berween the afternoon of Sunday, August 19,2001, and the afternoon of Tuesday, August 21,2001, members of American Water Works' 
nt and representatives of Simpson Thacher & Bartlett met with members of RWE's management and representatives of Cravath, 

o continue negotiating the merger agreement. On the afternoon of Tuesday, August 21,2001, Mr. Barr called Mr. Alexander 
regarding the progress of negotiations. Mr. Alexander assured Mr. Barr that RWE was committed to the transaction on 
American Water Works' management. On Tuesday evening, representatives of the management and legal advisors of 

ater Works met with representatives of the management and legal advisors of RWE at the offices of Simpson Thacher & Bartlett t 
to negotiate the merger agreement. 

Discussions between the advisors of American Water Works and RWE continued throughout the evening of Tuesday, August 21,2001 and 
of Wednesday, August 22,2001 but did not result in a mutually acceptable merger agreement. Representatives of RWE informed 
es of American Water Works that the RWE supervisory board had approved the transaction generally at a meeting held in 
the morning of August 22,2001. During the afternoon of that day, the American Water Works board of directors met to discuss 

progress of negotiations. The board of directors was advised of events since the last board meeting on July 12,2001. Mr. Barr indicated that 
parties had not reached a mutually acceptable merger agreement and that he could not recommend that the board of directors approve 

R W s  proposal at that time. The American Water Works board of directors discussed the matters raised by Mr. Barr, concurred with his 
recommendations and did not take any further action at this meeting. After the meeting, Mr. Barr called Mr. Alexander to indicate that the 

@?merican Water Works board of directors had discussed but not approved the transaction. 

I On Friday, August 24,2001, Mr. Alexander delivered a letter to Mr. Barr expressing his commitment to the transaction and interest in 
eduling a meeting with MI-. Barr. I 

I 
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Ware, Chairman of the American Water Works board of directors, expressing his continued commitment to the transaction. Mr. Barr responded 
in writing to Dr. Kuhnt expressing his disappointment in the negotiations to date. 

Page 20 of 9 
On Monday, August 27,2001, Dr. Dietmar Kuhnt, the President and Chief Executive of RWE, delivered a letter to Mr. Barr and Marilyn 

Between August 27,2001 and September 4,2001, advisors of American Water Works and advisors of RWE continued to discuss the terms 
of a potential transaction in an effort to overcome any remaining differences between the parties. On September 4,2001, Mr. Alexander 

1 0 telephoned Mr. Barr to indicate RWE's continuing interest in reaching an agreement with American Water Works. Mr. Barr indicated that he 
1 would discuss RWE's interest at a regular American Water Works board meeting scheduled for September 6,2001. 

On September 6,2001, the American Water Works board of directors held a regularly scheduled meeting at which it discussed the proposed 
saction with RWE and the strategic options available to American Water Works. At this meeting, the American Water Works board of 
ctors discussed the probability of receiving offers to acquire American Water Works from other suitable buyers at a price higher than that 

@Rered by RWE and various strategies for continuing to negotiate with RWE. 

On September 7,2001, Mr. Barr indicated to Mr. Alexander that American Water Works would deliver a revised draft merger agreement to 
RWE, and they decided to arrange a meeting between representatives of each company for September 10,2001. Later that day American Water 

s' management delivered a revised draft merger agreement to RWE. 

16 0 

On September 10,2001, Mr. Barr and Ms. Wolf met with Mr. Alexander, Mr. McGivern, Mr. Bunker and Dr. Richard Klein, a member of 
executive board of RWE, to discuss the proposed mergeragreement. Following that meeting, Mr. Barr and Mr. Alexander directed their 

0 respective management and advisor teams to continue to negotiate the merger agreement. Negotiations were interrupted on the morning of 
tember 11,2001 when the terrorist attacks occurred in New York and Washington, D.C., but continued later that week after management of 

American Water Works and RWE determined to proceed with the negotiations. 

On Sunday, September 16,2001, the American Water Works board of directors held a special meeting to consider the RWE proposal with 
aepresentatives of both Simpson Thacher & Bartlett and Goldman Sachs present. The American Water Works board of directors was advised of 
events relating to the transaction since the board meeting on August 22,2001. A representative of Simpson Thacher & Bartlett advised the 

*American Water Works board of directors of their legal duties in connection with considering the proposed transaction. A representative of 
Goldman Sachs then reviewed with the American Water Works board of directors Goldman Sachs' financial analyses with respect to the 

osed transaction. Following this presentation, Goldman Sachs orally delivered its opinion to the board of directors of American Water 
, which was subsequently confirmed in writing, to the effect that, as of September 16,2001, the $46.00 in cash per share of American 
Works common stock to be received by the holders of American Water Works common stock pursuant to the merger agreement was fair 
financial point of view to those holders. In addition, at this meeting, a representative of Simpson Thacher & Bartlett reviewed with the 

0-d of directors the terms of the merger agreement (including changes made since the August 22"heeting of the board of directors) and the 
g agreement. Mr. Barr recommended approval of the transaction to the board of directors based on the terms and conditions of the draft 

ements. After extensive discussion and deliberation and based on the factors described below, the American Water Works board of 
tors unanimously determined that the merger agreement, the merger and the transactions contemplated thereby were fair to and in the best 

interests of American Water Works and its stockholders, approved and declared advisable the merger agreement and resolved to recommend 
&at the American Water Works stockholders vote to adopt the merger agreement. 

Following the special meeting of the American Water Works board of directors, the merger agreement was executed by American Water 
R W  and other parties thereto, and the voting agreement was executed by Thames Water Holdings and the stockholders party thereto. 
the opening of business on Monday, September 17,2001, American Water Works issued a press release publicly announcing that it ha 
into the merger agreement. 

sons for the Merger 
0 

~ In reaching its decision to approve the merger agreement and to recommend that the American Water Works stockholders adopt the merger 
agreement, the American Water Works board of directors consulted with management and its legal and financial advisors. The American Wate 

rks board of directors considered a number of factors, including, without limitation, the following: 

1. the current and historical market prices of American Water Works common stock relative to the merger consideration, and the fact that 
$46.00 per share merger consideration represented a 37.2% premium over the average closing price of American Water Works common 

, 

~ 

stock over the 30 trading days prior to September 10,2001; 

I 2. the fact that the merger consideration is all cash, which provides certainty of value to holders of American Water Works common stock 

3/14/0 

mrnpared to a transaction in which stockholders would receive stock; 
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3. the view of management that the trading value for shares of American Water Works common stock was not likely to exceed the merger 
ce in the near term if American Water Works remained independent; 

4. the potential stockholder value that could be expected to be generated from the other strategic options available to American Water 

the risks and uncertainties associated with those alternatives; 
Works, including (a) remaining independent and continuing to implement its growth strategy or (b) pursuing other strategic alternatives, as we1 

0 5. the financial presentation of Goldman Sachs on September 16,2001 and the opinion of Goldman Sachs delivered on September 16,2001 
the American Water Works board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of 

*tember 16,2001, the $46.00 per share in cash to be received by holders ofAmerican Water Works common stock pursuant to the merger 
agreement was fair from a financial point of view to those holders; 

6. discussions with American Water Works' management and Goldman Sachs regarding the potential transaction with RWE and the 
siness, financial condition, competitive position, business strategy, strategic options and prospects of American Water Works (as well as the 

involved in achieving these prospects), the nature of the water and waste water services industry in which American Water Works 
mmpetes, and current industry, economic and market conditions, both on an historical and on a prospective basis; 

7. the terms of the merger agreement, as reviewed by the American Water Works board of directors with American Water Works' legal 
&isors, including: 

0 . 
the agreements by RWE with respect to obtaining regulatory approvals as more fully described under "The Merger 
Agreement-Efforts to Complete The Merger"; 

. 
0 

0 

sufficient operating flexibility for American Water Works to conduct its business in the ordinary course between signing and 
closing; 

the absence of a financing condition; 

a termination fee due to American Water Works if the merger agreement is terminated and RWE is in breach of certain of its 
covenants or representations and warranties as more fully described under "The Merger Agreement-Termination of the Merger 
Agreement"; and 

American Water Works' ability to furnish information to and conduct negotiations with a third party, terminate the merger 
agreement, and enter into an agreement relating to a superior proposal under certain circumstances, as more fully described 
under "The Merger Agreemen tNo  Solicitation of Other Offers"; 0 

8. management's assessment, after its review and discussion with Goldman Sachs of the credit ratings and divestiture plans of RWE, that 
EWE has the financial capability to consummate the merger; 

9. the American Water Works board of directors' determination, based on the fact that no other offers to acquire American Water Works 
were made after initial press reports on and after August 22,2001 that RWE was considering an acquisition of American Water Works and 

r discussing with its advisors the potential risks, costs and benefits of contacting other third parties, that there was insufficient reason to 
jasstify the risk of delay in proceeding with the favorable transaction with RWE; 1 

18 

0 

10. in the view of the American Water Works board of directors, based upon the advice of management after consultation with its legal 
nsel, that the regulatory approvals necessary to consummate the merger could be obtained. In forming such belief, the American Water 

Works board of directors and management recognized that regulatory agencies will consider whether RWE, Thames Water Holdings and 
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n a m e s  Water PIC are financially, technologically and managerially suitable to control American Water Works and its applicable subsidiaries 

d the ability of the American Water Works subsidiaries to continue to provide safe, adequate and reliable service to the public through their 
plant, equipment and manner of operation. The board's and management's belief was, consequently, based in substantial part upon its 

ception that the large size, accompanying financial resources and technical expertise of RWE, Thames Water Holdings and Thames Water 
, as well as their declared commitment to customer service, effective employee relations, strong community service and safe environmental 
tices, will be found adequate to permit the American Water Works subsidiaries to continue as wellrun, customer-oriented water utilities 
for the merger to result in benefits to their current and future customers, employees and operations, including mitigation against the 

0 

kquency and size of future rate increases for American Water Works; 

11. that American Water Works will no longer exist as an independent company and its stockholders will no longer participate in the growth 
&American Water Works or the pursuit of its stand-alone business plan and the other factors set forth in our certificate of incorporation; 

0 12. that, under the terms of the merger agreement, American Water Works cannot solicit other acquisition proposals and must pay to RWE a 
'&amination fee if American Water Works terminates the merger agreement under certain circumstances, which may deter others from 

osing an alterative transaction that may be more advantageous to American Water Works stockholders; and 

13. the fact that gains from an all-cash transaction would be taxable to American Water Works stockholders for U.S. federal income tax 
w o s e s .  

e 
M n g  its consideration of the transaction with RWE, the American Water Works board of directors were also aware that some of the 

k t o r s  and executive officers of American Water Works may have interests in the merger that are different from or in addition to those of 
American Water Works stockholders generally, as described under "The Merger-Interests of Directors and Executive Officers in the Merger." 

This discussion of the information and factors considered and given weight by the American Water Works board of directors is not intended 
0 &be exhaustive, but is believed to address the material information and factors considered by the board of directors. In view of the number and 

mriety of these factors, the American Water Works board of directors did not find it practicable to make specific assessments of, or otherwise 
assign relative weights to, the specific factors and analyses considered in reaching its determination. The determination to approve the merger 

ent was made after consideration of all of the factors and analyses as a whole. In addition, individual members of the American Water 
oard of directors may have given different weights to different factors. 

inion of Financial Advisor 0 
September 16,2001, Goldman Sachs delivered its oral opinion, which was subsequently confirmed in writing, to the American Water 

s board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of September 16, 2001. the $46.00 
im cash per share of American Water Works common stock to be received by the holders of American Water Works common stock pursuant to 
h e  merger agreement was fair from a financial point of view to those holders. 

0 19 

The full text of the written opinion of Goldman Sachs, dated September 16,2001, which sets forth assumptions made, matters considered, 
limitations on the review undertaken in connection with the opinion, is attached as Annex B and is incorporated herein by reference. 

o&&frnan Sachs provided its opinion for the information and assistance of the American Water Works board of directors in connection with its 
amsideration of the merger. The Goldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works 
,mmon stock or cumulative preferred stock, 5% series should vote with respect to the merger. We urge you to read the opinion in its entirety 

1 In connection with its opinion, Goldman Sachs reviewed, among other things: 
I 

I the merger agreement; 

the annual reports to stockholders and annual reports on Form 1OX of American Water Works for the three years ended 
December 3 1,2000; 

0 

selected interim reports to stockholders and quarterly reports on Form l@Q of American Water Works; 

3/14/0 
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I selected other communications from American Water Works to its stockholders; and 

I 

I selected internal financial analyses and forecasts for American Water Works prepared by its management. 

0 Goldman Sachs also held discussions with members of the senior management of American Water Works regarding their assessment of the 
past and current business operations, financial condition and future prospects of their company. In addition, Go!dman Sachs: 

~ 

reviewed the reported price and trading activity for shares of common stock of American Water Works; 

compared certain financial and stock market information for American Water Works with similar information for certain other 
companies the securities of which are publicly traded; and 

. 
reviewed the financial terms of certain recent business combinations in the water utility industry specifically and in other 
industries generally and performed such other studies and analyses as it considered appropriate. 0 

0 

Goldman Sachs relied upon the accuracy and completeness of all of the financial, accounting and other information discussed with or 
=viewed by it and assumed such accuracy and completeness for purposes of rendering its opinion. In addition, Goldman Sachs did not make a 
independent evaluation or appraisal of the assets and liabilities of American Water Works or any of its subsidiaries. No evaluation or appraisal 
nofthe assets or liabilities of American Water Works or any of its subsidiaries was furnished to Goldman Sachs. 

20 

The following is a summary of the material financial analyses used by Goldman Sachs in connection with providing its written opinion to th 
American Water Works board of directors. This summary does not purport to be a complete description of the analyses performed by Goldman 

weight to any analysis or factor considered by it. 
*&chs. In arriving at its opinion, Goldman Sachs considered the results of all of its analyses as a whole and did not attribute any particular 

The following summaries of financial analyses include information presented in tabular format. You should read these tables 
%ether with the text of each summary. 

Historical Stock Trading and Performance Analysis 

Using the most recent publicly available information, Goldman Sachs reviewed the historical daily closing prices and trading volumes for 
ares of American Water Works common stock for the five-year period from September 10, 1996 to September 10,2001, for the threeyear 
iod from September 10, 1998 to September 10,2001, for the onsyear period from September 8,2000 to September 10,2001, for the six- 

month period from March 9,2001 to September 10,2001, for the threeinonth period from June 8,200 I to September 10,2001, for the 20day 
()period from August 22,2001 to September 10,2001 and for the oneday period of September 10,2001. The results ofthese analyses are set 

fkth below: 

Time Period* Average Price 

0 
Five Year 
Three Year 
One Year 
Six Months 
Three Months 
Twenty Days 
One Day 

$ 26.66 
$ 27.88 
$ 28.87 
$ 3 1.49 
$ 32.18 
$ 34.03 
$ 34.12 

0 

Based upon periods ending September 10,200 1. 

Goldman Sachs also reviewed ratios of daily closing prices for American Water Works common stock to projected current year earnings per 
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1 share estimates for the fivsyear period from September 10, 1996 to September 10,2001 using median earnings per share, or EPS, estimates 

&om Institutional Brokers Estimate System, or IBES, an independent data service that compiles earnings estimates of institutional securities 
analysts. The analysis indicated a range of price to projected current year earnings ratio multiples of 1 1 . 2 ~  to 2 1 . 8 ~  over such Syear period, 
with an average multiple of 1 7 . 1 ~  and a September 10,2001 price to projected current year earnings ratio multiple of 19 .0~ .  , 

US. Water Utilities Common Stock Comparison 
10 
~ , Goldman Sachs reviewed and compared selected financial information and multiples for American Water Works to corresponding financial 

information and multiples for the following U.S. public water utility companies: 

Philadelphia Suburban Corporation; 

California Water Service Group; 

American States Water Company; 

0 

. 
SJW Corp.; 

0 
Connecticut Water Service, Inc.; 

Middlesex Water Company; and 

Southwest Water Company. 
0 

21 
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Goldman Sachs calculated the multiples and other financial information for American Water Works at ( I )  the transaction price and (2) the 
dosing price for shares of American Water Works common stock on the NYSE on September 10,2001. The multiples and other financial 

selected companies' common stock. The multiples and other financial information for American Water Works and the selected companies 
calculated by Goldman Sachs were based on the most recent publicly available information for American Water Works and the selected 
mmpanies. The price to earnings figures and the fiveyear EPS growth figures for American Water Works and the selected companies were 
b e d  upon the latest available median IBES estimates. All latest twelve months, or LTM, figures are as of June 30,200 1. Goldman Sachs' 

rmation for the selected companies calculated by Goldman Sachs were based on the closing prices on September 10, 200 1 for shares of the 

0 analysis of the selected companies compared the following to the results for American Water: 

0 

0 

0 

share price as a percentage of the 52-week high share price; 

the equity market capitalization, based on diluted shares outstanding; 

the enterprise value; 

the enterprise value as a multiple of LTM sales, earnings before interest, taxes, depreciation and amortization, or EBITDA, and 
earnings before interest and taxes, or EBIT; 

the ratio of price to estimated earnings for 2001 and 2002; 

the ratio of total market capitalization to book value as of June 30,2001; 

the five-year EPS annual growth rate for the fiscal years 1996 through 2000; 

the estimated five-year EPS annual growth rate for the fiscal years 2001 through 2006; 

the annual dividend yield based upon the latest four quarters' figures; 

the LTM EBITDA and EBIT margins; and 
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the enterprise value and LTM EBITDA per customer. 

1 The results of these analyses with respect to American Water Works, are summarized as follows: 

e 

Share price as a percentage of 52-week high share price 
Equity market capitalization (in millions) 
Enterprise value (in millions) 

@Enterprise value as a multiple of LTM Sales 
Enterprise value as a multiple of LTM EBITDA 
Enterprise value as a multiple of LTM EBIT 
Price to estimated earnings ratio for 2001 
Price to estimated earnings ratio for 2002 
Total market capitalization to book value as of June 30,200 1 
Annual EPS growth for 19962000 

Annual dividend yield 
LTM EBITDA margins 
LTM EBIT margins 
Enterprise value per customer 
LTM EBITDA per customer 

@Five year estimated annual EPS growth rate for 2001-2006 

Transaction Closing Price On 
Price September 10,2001 

130% 96% 
$ 4,611 $ 3,415 
$ 7,575 $ 6,379 

5.5x 4.7x 
1 1 . 9 ~  1o.ox 
1 6 . 4 ~  1 3 . 8 ~  
2 5 . 6 ~  1 9 . 0 ~  
2 4 . 2 ~  1 8 . 0 ~  
2 . 7 ~  2.0x 

6.3% 6.3% 
6.0% 6.0% 
2.8% 2.8% 
NM 46.8% 

34.0% 34.0% 
$ 2,935 $ 2,472 
$ 247 $ 247 

22 e 

The results of the analysis with respect to the selected U.S. water utility companies is as follows: 

e 

Share price as a percentage of 52-week high share price 
Equity market capitalization (in millions) 
Enterprise value (in millions) 
Enterprise value as a multiple of LTM Sales 

'Enterprise value as a multiple of LTM EBITDA 
Enterprise value as a multiple of LTM EBIT 
Paice to estimated earnings ratio for 2001 
Price to estimated earnings ratio for 2002 
Total market capitalization to book value as of June 30,2001 
Annual EPS growth for 19962000 

Annual dividend yield 
LTM EBITDA margins 
LTh4 EBIT margins 
Enterprise value per customer 
LTM EBITDA per customer 

@Five year estimated annual EPS growth rate 

Selected U S .  Water Utility Transactions 

e 

High Median Mean Low 

97% 
NA 
NA 

7 . 6 ~  
1 4 . 3 ~  
20.2x 
2 5 . 6 ~  
2 5 . 0 ~  

3 . 6 ~  
9.7% 
8.0% 
4.7% 

59.2% 
47.7% 

$ 4,591 
$ 357 

87% 
NA 
NA 

2 . 9 ~  
10.1x 
1 5 . 1 ~  
20.2x 
1 8 . 2 ~  
2 . 4 ~  

3.1% 
4.0% 
3.7% 

32.7% 
23.3% 

$ 1,555 
$ 185 

87% 
NA 
NA 

4 . 1 ~  
11.ox 
1 5 . 1 ~  
2 0 . 6 ~  
1 9 . 2 ~  
2 . 4 ~  

2.8% 
4.4% 
3.5% 

36.0% 
26.9% 

$ 2,150 
$ 194 

70% 
NA 
NA 
1.2x 
8 . 4 ~  

1 1.2x 
1 5 . 1 ~  
1 4 . 3 ~  
1.7x 

(4.5)% 
3.0% 
1.7% 

12.0% 
8.0% 

$ 770 
$ 54 

Goldman Sachs analyzed information relating to the following twelve announced transactions in the water utility industry since 1998: 

Acquirer Target 

Kelda Group American Water Works New England Assets 
City of Indianapolis IWC Resources 

Nuon NV Utilities, Inc. 

Thames Water Plc ETown Corp. 
Truckee Meadows Water Sierra Pacific Water Assets 
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e 

American Water Works 
American Water Works 

Suez Lyonnaise des Eaux 
Kelda Group 

California Water Service Group 
American Water Works 

Philadelphia Suburban Corporation 

SJW Corp. 
Citizens Water Resources 
United Water Resources 

Aquarion Co. 
Dominguez Services 
National Enterprises 

Consumers Water Company 

Goldman Sachs compared the following information relating to each of the selected transactions to the contemplated transaction: 

. 
the premium of the transaction price to (1) the target's stock price on the day prior to the announcement of the particular 
transaction, (2) the target's stock price average for the 30 days prior to the announcement of the transaction and (3) the alltime 
high target's stock price prior to the announcement of the particular transaction; 

the transaction price as a multiple of the target's LTM sales, EBITDA, EBIT and net income; 

the transaction price as a multiple of the target's price to earnings, or PE, ratio (based on the transaction price and the target's 
current year median IBES EPS estimates and forward year median IBES EPS estimates); 

e 
. 

e 
23 

e 
ratio of the target's market capitalization (based upon the transaction price) to the target's book value; and 

the target's enterprise value per target customer. 

The results of this analysis were as follows: 
e 

Selected U.S. Water Utility Transactions 

?remiurn of transaction price to 
;aoget's stock price on day prior to 
onnouncement 
Premium of transaction price to 30 
hy average target's stock price prior 
0 announcement 
%emium of transaction price to 
arget's stock price all time high 
arior to announcement 
kmsaction price as a multiple of 
q e t ' s  LTM sales 
Kransaction price as a multiple of 
arget's LTM EBITDA 
&ansaction price as a multiple of 

saction price as a multiple of 
w e t ' s  LTM net income 
Hiansaction price as a multiple of 

for current year EPS 
Emsaction price as a multiple of 
YE for forward year EPS 
Slarket capitalization to book value 
Aterprise value per customer 

0 q e t ' s  LTM EBIT 

Discounted Cash Flow Analysis 

High Mean Median Low Proposed Transaction 

32.5% 

52.7% 

20.5% 

6 . 2 ~  

1 5 . 9 ~  

2 6 . 3 ~  
3.3x 

$ 4,861 $ 

23.7% 

45.8% 

9.6% 

5.ox 

1 2 . 7 ~  

1 7 . 7 ~  

2 6 . 7 ~  

2 5 . 3 ~  

2 4 . 1 ~  
2 . 8 ~  

3,027 $ 

23 A% 

45.7% 

8.2% 

5.ox 

12.3x 

1 7 . 2 ~  

2 5 . 7 ~  

2 5 . 5 ~  

2 4 . 5 ~  
2 . 9 ~  

2,738 $ 

12.7% 

38.8% 

5.5% 

2 . 5 ~  

10.2x 

1 3 . 6 ~  

2 0 . 3 ~  

2 1 . 8 ~  

2 0 . 6 ~  
2 . 4 ~  

1,681 $ 

34.8% 

37.2% 

29.5% 

5.5x 

1 1 . 9 ~  

1 6 . 4 ~  

2 8 . 4 ~  

2 5 . 6 ~  

2 4 . 2 ~  
2 . 7 ~  

2,935 
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Goldman Sachs performed a discounted cash flow analysis of American Water Works using American Water Works management 
ejections and information regarding after-tax investments provided by American Water Works. Goldman Sachs calculated a range of implied 

@et present values per share of American Water Works common stock based on (1) the discounted present value of the five year (200L2006) 
stream of projected free cash flows of American Water Works, plus (2) the discounted present value of the terminal value of American Water 
Works in 2006, assuming an EBITDA exit multiple range between 9 . 0 ~  to 1 l.Ox, minus (3) American Water Works' net debt as of June 30, 
2001, plus (4) the after-tax value of American Water Works' investments. The stream of projected free cash flows was discounted back to 
h l y  1,2001 using a range of discount rates representing an estimated range of the weighted average cost of capital for American Water Works 
%e range of discount rates utilized by Goldman Sachs in its analysis was 6.0% to8.0%. The result of this calculation was divided by the 
lolumber of fully diluted shares of American Water Works common stock outstanding as of September 10,2001. The results of this analysis 
yielded implied net present values per share of American Water Works common stock ranging from $36.73 to $55.43. 

Future Stock Price and Dividends Analysis 

0 
Goldman Sachs calculated the present value of implied future stock prices and dividends received for shares of American Water Works 

e implied value of 
common stock based upon American Water Works management estimates of future earnings and dividends. Goldman Sachs initially calculated 

24 

*re stock prices for shares of American Water Works common stock using price to earnings multiples ranging from 14x to 22x for the years 
8002 to 2005. Goldman Sachs then calculated the discounted present value of these implied future stock prices and dividends received based on 
am assumed discount rate of 8%. The results of this analysis yielded present values of future stock prices and dividends received ranging from 
$225 to $40 in the case of hture stock prices and dividends for 2002, $27 to $41 for 2003, $28 to $43 for 2004 and $29 to $44 for 2005, in each 
case discounted back to July 1,2001 and rounded to the nearest dollar. The 8% discount rate utilized by Goldman Sachs is consistent with the 
cast of equity assumption used to generate the lower end of the range of weighted average cost of capital used in the discounted cash flow 

h e  stock prices and dividends received for shares of American Water Works common stock. 
aIysis described above. A higher assumed discount rate than the 8% assumed by Goldman Sachs would have yielded lower present values of 

The preparation of a fairness opinion is a complex process and is not necessarily susceptible to partial analysis or summary description. 
0 Selecting portions of the analyses or of the summary set forth above, without considering the analyses as a whole, could create an incomplete 

view of the processes underlying Goldman Sachs' opinion. In arriving at its fairness determination, Goldman Sachs considered the results of all 
analyses. No company or transaction used in the above analyses as a comparison is directly comparable to American Water Works, RWE o 
proposed merger. 

The analyses were prepared solely for purposes of Goldman Sachs' providing its opinion to the American Water Works board of directors as 

of American Water Works common stock pursuant to the merger agreement. These analyses do not purport to be appraisals or to reflec 
es at which businesses or securities actually may be sold. Analyses based upon forecasts of future results are not necessarily indicative 

a1 future results, which may be significantly more or less favorable than suggested by such analyses. Because such analyses are 

b t h e  fairness from a financial point of view of the $46.00 in cash per share of American Water Works common stock to be received by the 

rently subject to uncertainty, being based upon numerous factors or events beyond the control of the parties or their respective advisors, 
of American Water Works, Goldman Sachs or any other person assumes responsibility if future results are materially different from those 

0 
As described above, Goldman Sachs' opinion to the American Water Works board of directors was one of many factors taken into 

I 

l 

'deration by the board of directors in making its determination to approve the merger agreement. The foregoing summary does not purport 
a complete description of the analyses performed by Goldman Sachs. 

Goldman Sachs, as part of its investment banking business, is continually engaged in the valuation of businesses and their securities in 
mnection with mergers and acquisitions, negotiated undenvritings, competitive biddings, secondary distributions of listed and unlisted 
sxurities, private placements, and valuations for estate, corporate an'd other purposes. Goldman Sachs is familiar with American Water Works 

investment banking services to American Water Works from time to time, including having acted as its financial 
ith its recently completed acquisition of Azurix North America Corp. and Azurix Industrials Corp., and having acted as 
onnection with, and having participated in certain of the negotiations leading to, the merger agreement. 

Goldman Sachs has also provided certain investment banking services to RWE from time to time, including having acted as: 

financial advisor to Hochtief AG, a company in which RWE owns an approximately 62% equity interest, in connection with its 
acquisition of Turner Corporation in September 1999; 
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e . 

financial advisor to RWE in connection with its acquisition of a minority interest in Lahmeyer AG in February 2000; 

financial advisor to RWE in connection with its acquisition of VEW AG in November 2000; and 

25 e 

agent to Thames Water Plc, a wholly owned subsidiary of RWE, in connection with its public offering of JPY 2,000,000,000 
aggregate principal amount of Floating Rate Notes due January 28,2002 in July 2000. e 

Goldman Sachs may also provide investment banking services to RWE, Thames Water Holdings and Thames Water PIC in the future. 
/American Water Works selected Goldman Sachs as its financial advisor because it is an internationally recognized investment banking firm 

has substantial experience in transactions similar to the merger. 

e Goldman Sachs provides a full range of financial advisory and securities services and, in the course of its normal trading activities, may from 
time to time effect transactions and hold securities, including derivative securities, of American Water Works and RWE for its own account 

for the accounts of customers. 

Ftusuant to a letter agreement, dated June 14,2001, American Water engaged Goldman Sachs to act as its financial advisor in connection 
e proposed merger. Pursuant t o  the terms of this engagement letter, American Water Works has agreed to pay Goldman Sachs a 
ry fee, a portion of which was paid upon announcement of the transaction and a portion of which will be paid upon consummation of 

American Water Works has agreed to reimburse Goldman Sachs for its reasonable oueof-pocket expenses, including reasonable attorneys' 
&es, and to indemnify Goldman Sachs against certain liabilities, including certain liabilities under the federal securities laws. 

Iatory Approvals d 
Utilities Regulation 

American Water Works and its subsidiaries have a business presence in 28 states and Canada and are regulated by state agencies in 21 of 
. Under applicable state laws, the merger may not be consummated until it is approved by certain of those state regulatory agencies 
ce with their respective state laws. We currently anticipate regulatory review in more than half of the states in which we are 

and have undertaken a defmitive review to determine which states will need to review the transaction. We estimate that this 
latory review will take at least a year to complete. The merger agreement may be terminated by either American Water Works or RWE if 

&be nzquired regulatory approvals are not obtained by September 16,2003, subject to a 60 day extension for any regulatory waiting period that 
k n o t  yet expired by September 16,2003, if all other conditions are satisfied. 

We believe that regulatory agencies with jurisdiction over the transaction will consider whether it is in the public interest, whether RWE, 
s Water Holdings and Thames Water Plc are financially, technologically and managerially suitable to control the American Water 
subsidiaries that are regulated by the particular agency and the ability of those subsidiaries to continue to provide safe, adequate and 

rvice to the public through their plant, equipment and manner of operation. We believe that the large size, accompanying financial 
and technical expertise of RWE, Thames Water Holdings and Thames Water PIC, as well as their commitment to customer service, 
employee relations, strong community service and safe environmental practices, will be found adequate to permit the American Wate 
bsidiaries to continue as well-run customer-oriented water utilities and for the merger to result in benefits to their current and future 

ers, employees and operations. We therefore expect that all state regulatory approvals necessary to consummate the transaction will be 
d. It is a condition to the closing of the merger that all such required state regulatory approvals be obtained, and that these regulatory 
1s not impose terms or conditions which would reasonably be expected to have a material adverse effect on us or on us and Thames 

Water Holdings U.S. subsidiaries, taken as a whole. While we do not anticipate any such terms or conditions, we cannot assure you that this 
amdition will be met. 

26 1. 
Aniitrust Regulation 
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Under the HSR Act and the rules promulgated thereunder by the FTC, the merger may not be completed until we and RWE file a notificatio 

port form under the HSR Act and the applicable waiting period has expired or been terminated. We expect to file notification and report 
under the HSR Act with the FTC and the Antitrust Division of the Department of Justice during the spring of 2002. It is a condition to 

$he closing of the merger that the waiting period under the HSR Act with respect to the merger expire, or the FTC and the Antitrust Division 
gan t  early termination of the waiting period under the HSR Act. At any time before or after completion of the merger, notwithstanding 
whether early termination of the waiting period under the HSR Act has been granted, the Antitrust Division or the FTC could take such action ' mder the antitrust laws as it deems necessary or desirable in the public interest, including seeking to enjoin the completion of the merger or 
=king divestiture of substantial assets of American Water Works or RWE. At any time before or after the completion of the merger, and 
atatwithstanding whether early termination of the waiting period under the HSR Act has been granted, any state could take such action under 

trust laws as it deems necessary or desirable in the public interest. Such action could include seeking to enjoin the completion of the 
or seeking divestiture of substantial assets of American Water Works or RWE. Private parties may also seek to take legal action under 
trust laws under certain circumstances. 

0 
can be no assurance that the merger will not be challenged by a governmental authority or private party on antitrust grounds, we 

eve that the merger can be effected in compliance with federal and state antitrust laws. 

Fiiancing of the Merger 

@ RWE has informed American Water Works that it estimates that approximately $4.75 billion will be required to complete the purchase of 
of our common stock, restricted stock and options pursuant to the merger and pay its related fees and expenses. RWE expects this 
t to be funded through an issuance of debt securities and internally available funds. The merger is not conditioned on any financing 

mmgements. 

erial U.S. Federal Income Tax Consequences of the Merger to our Stockholders 

e following is a summary of United States federal income tax consequences of the merger to stockholders whose shares of our common 
are converted into the right to receive cash under the merger. The discussion is for general information only and does not purport to 

ider all aspects of United States federal income taxation that might be relevant to our stockholders. The discussion is based on current law 
w s c h  is subject to change possibly with retroactive effect. The discussion applies only to stockholders who hold shares of our common stock 

assets, and may not apply to shares of our common stock received in connection with the exercise of employee stock options or 
as compensation, or to certain types of stockholders (such as insurance companies, taxexempt organizations, financial institutions 

er-dealers) who may be subject to special rules. This discussion does not discuss the tax consequences to any stockholder who, for 

0 

0 
Umited States federal income tax purposes, is a non-resident alien individual, foreign corporation, foreign partnership or foreign estate or trust, 

does not address any aspect of state, local or foreign tax laws. 

The receipt of cash for shares of our common stock in the merger will be a taxable transaction for United States federal income tax purposes. 
bigeneral, a stockholder who surrenders shares of our common stock for cash in the merger will recognize capital gain or loss for United State 

1 income tax purposes equal to the difference, if any, between the amount of cash received and the stockholder's adjusted tax basis in the 
of our common stock surrendered. Gain or loss will be determined separately for each block of shares (Le., shares acquired at the same 

in a single transaction) surrendered for cash pursuant to the merger. Such gain or loss will be longterm capital gain or loss provided that a 
srdiholder's holding period for such shares is more than 12 months at the time of the consummation of the merger. Capital gains of individual 

ed in respect of capital 

27 0 

zssets held for more than one year are eligible for reduced rates of taxation. There are limitations on the deductibility of capital losses. 

0 Backup withholding will apply to all cash payments to which a holder of shares or other payee is entitled pursuant to the merger agreement, 
ss the stockholder or other payee provides a taxpayer identification number (social security number, in the case of individuals, or employer 

khtification number, in the case of other stockholders), certifies that such number is correct, and otherwise complies with such backup 
&hholding tax rules. Each of our stockholders and, if applicable, each other payee, should complete and sign the Substitute Form W9 
bduded as part of the letter of transmittal to be returned to the paying agent, in order to provide the information and certification necessary to 
atmid backup withholding tax, unless an exemption applies and is established in a manner satisfactory to the paying agent. 

Any amounts withheld under the backup withholding rules will be allowed as a refund or a credit against your United States federal income 
0 

Eler liability provided the required information is furnished to the IRS. 

The United States federal income tax consequences set forth above are  for general information purposes only and are  not intended 
%.o eonstitute a complete description of all tax consequences relating to the merger. Because individual circumstances may differ, each 
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er should consult the stockholder's tax advisor regarding the applicability of the rules discussed above to the stockholder and 
ular tax effects to the stockholder of the merger, including the application of state, local and foreign tax laws. 

0 

terests of Directors and Executive Officers in the Merger 

Members of our board of directors and our executive officers have various interests in the merger described in this section that may be in 
addition to, or different from, the interests of our stockholders generally. The members of American Water Works board of directors were 
mare  of these interests and considered them at the time they approved the merger agreement. You should keep this in mind when considering 
&e recommendation of our board of directors for the proposal to adopt the merger agreement. 

Stock Options 

The merger agreement provides that as of the effective time of the merger, all outstanding unvested employee stock options for American 
r Works common stock will become exercisable. The merger agreement provides that, for each share covered by outstanding stock 
ns at the time of the merger, the holders of the options will have the right to receive a cash payment. The amount of this payment will 
the excess, if any, of the merger consideration of $46.00 in cash per share of American Water Works common stock over the per share 

0 

macise price of the options, reduced by applicable withholding taxes. 

Our executive officers currently hold a total of approximately 395,000 options, approximately 101,000 of which are currently vested and 
of which are currently unvested. The aggregate spread that the executive officers would be entitled to receive for all of their options as 
te of this proxy statement is approximately $8.9 million. One of our executive officers is a director. None of our other directors hold 

Supplemental Erecutive Retirement Plan and Supplemental Retirement Plan 
0 

Six of our executive officers participate in either our supplemental executive retirement plan, or SEW, or our Supplemental Retirement Plan 
w SRP. SEW and SRP benefits are paid in addition to benefits payable under other retirement programs. 

Benefits under the SEW are provided to certain executives and are intended to (1) provide the additional retirement benefits that would be 
rmable under our qualified defined benefit pension plan if 

0 
28 

ifera1 tax law did not restrict such benefits and (2) compute the benefits payable on the basis of the highest average remuneration during 36 
0 msecutive months rather than 60 consecutive months of employment. 

The SRP is also designed to provide benefits to certain key associates designated by our board of directors, equal to those that would be 
mvided under our qualified defined benefit pension plan's benefit formula if it were unaffected by the federal tax law restrictions on benefits, 

provides additional years of service to those covered associates hired in midcareer. 

0 The SEW and the SRP both contain change in control provisions that provide that upon termination of a participant's employment with us, 
participant will receive a lump sum payment equal to the present value (based on the assumptions used to calculate benefits under our 
Iified defined benefit pension plan) of each of their respective accrued benefits under the SEW or the SRP, as applicable. 

I I fwe were to complete the merger and immediately thereafter terminate our executive officers involuntarily, their annual SEW or SRP 
mef i t s  that would be payable after giving effect to the SEWS or S W s  change in control provisions, as applicable, would equal, in the 

e w e g a t e ,  approximately $10 million. 

Change in Control Agreements 

On January 1,2000, each of our executive officers entered into a change in control agreement with us. The agreements provide that, if within 
e years after the merger, an executive's employment terminates without cause (as defined in the agreements) or for good reason (as defined 

k t b e  agreements), the executive will receive certain severance benefits. The benefits include a lump sum cash payment equal to a multiple (3, 
1.5 times depending on the level of senior management) of the sum of salary and target bonus; pro rata target bonus for the year of 
ination; accelerated vesting of supplemental retirement benefits, stock options and restricted or deferred stock awards; continued welfare 
fits for 36,24 or 18 months (depending on the level of senior management); and 36,24 or 18 months (depending on the level of senior 

management) of additional age and service credit for purposes of calculating supplemental retirement benefits and retiree medical benefits. 
- Barr is entitled to three times salary and bonus and 36 months welfare benefits and service credit. Messrs. Kelleher and Pohl and Ms. Wolf 
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are entitled to two times salary and bonus and 24 months welfare benefits and service credits. Messrs. Sievers and Harnekt are entitled to 
1.5 times salary and bonus and 18 months welfare benefits and service credits. The agreements also provide a tax grossup feature so that such 
officers will be made whole for any excise taxes imposed on such payments. I 

I 
I 

Executive and Director Deferred Compensation Plans 

We maintain a deferred compensation plan for our nomemployee directors and a deferred compensation plan for our executive officers and 
key employees. The deferred compensation plans are unfunded. The directors deferred compensation plan accounts are payable in a lump sum 
or in up to ten annual installments at the director's prior election. The executive deferred compensation plan accounts are payable in a lump 
sum or in such number of installments as the executive may previously elect. Both deferred compensation plans contain a change in control 
provision that the participants may elect to receive payment of his or her account within one year after the merger, subject to a 5% early 
withdrawal penalty. 

0 
Retention Bonus Program 

Our board of directors recently approved a retention bonus program, under which, after the merger, our executive officers and other key 
employees will be eligible to receive retention bonuses equal to a multiple of their current base salary (2, 1.50, 1.25 or .75, depending upon the 
&el of the employee). Messrs. Barr, Kelleher and Pohl and Ms. Wolf will receive two times their respective base 

1 

e 
29 

.salaries, and Messrs. Sievers and Hartnett will receive 1.5 times theirrespective base salaries. The bonus amounts will be payable as foIIows: 
@[I) 75% of the bonus amount will be paid on the date of the merger, so long as the employee continues to be employed on such date and (2)  the 

remaining 25% will be paid upon the earlier to occur of a specified date (without regard to whether or not the merger actually occurs) and six 
munths after the date of the merger, so long as the employee continues to be employed on such date. The 25% of the bonus amount is also 
mbject to accelerated payment upon a termination of employment by us without cause or by the employee for good reason after the merger. 
The aggregate amount of all retention bonus payments, including those made to nonexecutive officers, is not expected to exceed $1 0 million. 

0 In addition, we have established a discretionary bonus pool equal to $5 million, which will be allocated and paid to employees as determined 
by the compensation committee of our board of directors, based on our chief executive officer's recommendations. 

Indemnification and Insurance 

The merger agreement provides that, for six years after the merger, the surviving corporation's certificate of incorporation will contain 
.certain agreed provisions with respect to indemnification, expense advancement and exculpation of our current and former directors and 

&cers, and the surviving corporation's bylaws will contain the provisions with respect to such matters as set forth in our current bylaws. The 
merger agreement also requires the surviving corporation to maintain in effect the current directors' and officers' liability insurance or 
mbstantially similar insurance. This insurance must cover those persons who were covered on the date of the merger agreement by our 

af the annual premium paid by us for the year from July 21,2001 through July 21,2002, then the surviving corporation in the merger is 
q u i r e d  only to get the best coverage available for an annual premium equal to 200% of the annual premium paid by us for the year from 

0 h l y  2 1,200 1 through July 21,2002. The merger agreement also requires RWE and Thames Water Holdings to indemnify and hold harmless 
of our former or current officers or directors against any losses in connection with any threatened or actual action, suit, or proceeding, 

tors' and officers' liability insurance policy, for a period of at least six years. However, if the annual premium for the policy exceeds 200% 

Rrased in whole or in part on, or arising in whole or in part out of, the fact that the person is or was our officer or director. 

Positions with Surviving Corporation 

1 0 Upon completion of the merger, J. James Barr, our President and Chief Executive Officer and a member of our board of directors, will 
nt and Chief Executive Officer of RWE's combined water operations in North and South America and be elected a director of 
Plc. In addition, upon completion of the merger, Marilyn Ware, chairman of our board of directors, will be elected a member of 
ernational Advisory Council. 

I 30 
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, 
I 

This section of the proxy statement describes the material provisions of the merger agreement but does not purport to describe all of the 
terns of the merger agreement. The following summary is qualified in its entirety by reference to the complete text of the merger agreement, 
which is attached as Annex A to this proxy statement and incorporated into this proxy statement by reference. We urge you to read the full text 
d t h e  merger agreement because it is the legal document that governs the merger. 

0 me Merger 
The merger agreement provides for the merger of Apollo with and into American Water Works upon the terms, and subject to the conditions 

d t h e  merger agreement. As the surviving corporation, we  will survive the merger and continue to exist as a wholly owned indirect subsidiary 
ofRWE. The merger will be effective at the time we file a certificate of merger with the Secretary of State of the State of Delaware (or at a 

time, if agreed upon by the parties and specified in the certificate of merger). We expect to complete the merger as promptly as practicable 
we receive stockholder approval and required regulatory approvals of the merger. 

0 
We or Thames Water Holdings may terminate the merger agreement prior to the completion of the merger in some circumstances, whether 

before or after the adoption of the merger agreement by stockholders. Additional details on termination of the merger agreement are described 
in "-Termination of the Merger Agreement." 

erger Consideration 

Each share of our common stock issued and outstanding immediately before the merger (other than treasury shares, dissenting shares and 
shares held by Thames Water Holdings or Apollo) will automatically be canceled and will cease to exist and will be converted into the right to 
PPxeive $46.00 in cash, without interest. When this merger consideration is distributed, holders of our common stock will also receive any 
declared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record date and the 

on which the merger is consummated. After the merger is effective, each holder of a certificate representing any of these shares of our 
common stock will no longer have any rights with respect to the shares, except for the right to receive the merger consideration or, if a holder 

iquirements of Delaware law. Each share of our common stock held by us as treasury shares or held by Thames Water Holdings or Apollo at 
the time of the merger will be canceled without any payment. 

0 

exercises appraisal rights, the right to receive payment of the judicially determined fair value of its shares upon compliance with the 

rectors and Officers 

Upon completion of the merger, J. James Barr will be elected as a director of Thames Water Plc and Marilyn Ware will be elected as a 
member of the Thames International Advisory Council. The officers of American Water Works at the time the merger is completed will remain 

officers of the surviving corporation after the merger. All American Water Works officers will hold their positions until their successors are 
huIy elected and qualified or until the earlier of their resignation or removal. 

Treatment of Stock Options and Other Stock-Based Rights 
0 

The merger agreement provides that, upon completion of the merger (1) each option to purchase shares of our common stock outstanding 
immediately prior to the completion of the merger, whether vested or unvested, will be converted into the right to receive $46.00 minus the 
exercise price per share of the stock option multiplied by the number of shares of common stock subject to the stock option ( 2 )  all other rights 
to receive our common stock, whether vested or unvested, will be converted into the 

0 31 

right to receive an amount of cash equal to the number of shares of common stock subject to the stock right outstanding immediately prior to 
&e completion ofthe merger multiplied by $46.00; and (3) our board of directors will make any other changes to the company stock plans as 

.we and Thames Water Holdings agree are appropriate to give effect to the merger. All amounts payable are subject to applicable withholding 
taxes. 

Payment for the Shares 

Before the merger, Thames Water Holdings will designate a paying agent reasonably acceptable to us to make payment of the merger 
ommideration as contemplated by the merger agreement. Immediately following the completion of the merger, Thames Water Holdings will, or 

will cause Apollo to, deposit in trust with the paying agent cash in an aggregate amount equal to the merger consideration for all stockholders 
plus any declared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record date 
md the date on which the merger is completed. 

' 

I 
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At the close of business on the day of the completion of the merger, we will close our stock ledger. After that time, the surviving corporation 

e 
will not transfer common stock on its stock transfer books. 

As soon as reasonably practicable after the completion of the merger, the paying agent will send you a letter of transmittal and instructions 
advising you how to surrender your certificates in exchange for the merger consideration. The paying agent will promptly pay you your merge 
msideration, together with any dividends to which you are entitled, after you have (1) surrendered your certificates to the paying agent and 
Q) provided to the paying agent any other items specified by the letter of transmittal. Interest will not be paid or accrue in respect of cash 

ents. The surviving corporation will reduce the amount of any merger consideration paid to you by any applicable withholding taxes. You 
d not forward your stock certificates to the paying agent without a letter of transmittal, and you should not return your stock 

ificates with the enclosed proxy. 

If the paying agent is to pay some or all of your merger consideration to a person other than you, you must have your certificates properly 
orsed or otherwise in proper form for transfer, and you must pay any transfer or other taxes payable by reason of the transfer or establish to 
surviving corporation's satisfaction that the taxes have been paid or are not required to be paid. 

The transmittal instructions will tell you what to do if you have lost your certificate, or if it has been stolen or destroyed. You will have to 
an affidavit to that fact and, if required by the paying agent, RWE or the surviving corporation, post a bond in an amount that the 

agent, RWE or the surviving corporation, as the case may be, reasonably directs as indemnity against any claim that may be made 
@nst those parties in respect of the certificate. 

demption of our Preferred and Preference Stock 

The merger agreement provides that, on or prior to the completion of the merger, we will redeem each issued and outstanding share of our 
earmulative preferred stock, 5% series and 5% cumulative preference stock in accordance with the terms and conditions provided in our 
certificate of incorporation. 

presentations and Warranties 

In the merger agreement, American Water Works, RWE, Thames Water Holdings and Apollo each made representations and warranties 
da t ing  to, among other things: 

e 
corporate organization and existence; 

32 

0 

corporate power and authority to enter into and perform its obligations under, and enforceability of, the merger agreement; 

required consents and approvals of governmental entities; 

the absence of conflicts with or defaults under organizational documents, debt instruments, other contracts and applicable laws 
and judgments; 

regulation as a public utility holding company or public utility; 

broker's fees; and 

information supplied for inclusion in this proxy statement. 

In the merger agreement, RWE, Thames Water Holdings and Apollo also made representations and warranties relating to the availability of 
necessary to complete its obligations under the merger agreement, the interim operations of Apollo and their ownership of our 
stock. 
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We also made representations and warranties relating to, among other things: 
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. 
subsidiaries; 

e capital structure; 

documents filed with the Securities and Exchange Commission; 

e absence of specified changes or events since December 31,2000; 

legal proceedings and regulatory actions; 

e compliance with applicable laws; 

environmental matters; 

. 
compliance with the Employee Retirement Income Securities Act and other employee benefit matters; e . 
tax matters; 

. 
inapplicability of state takeover statutes; e 

stockholder voting requirements; 

e 
title to properties; 

receipt of Goldman Sachs’ fairness opinion to our board of directors; and 

material contracts. 
e 

3itlouenants; Conduct of Business Pending the Merger 

~ 

With limited exceptions we agreed in the merger agreement that, until the completion of the merger, we and each of our subsidiaries will: 

I 

l e  
I 

carry on our respective businesses in the ordinary course consistent with past practice; 

use commercially reasonable efforts to preserve our material assets and technology, preserve our business and regulatory 
relationships and maintain our material franchises, rights and permits necessary to conduct our business; and 

use commercially reasonable efforts to comply with all applicable laws. 

33 
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We have also ag.reed that, until completion of the merger, except as expressly contemplated or permitted by the merger agreement or 
consented to in writing by Thames Water Holdings, which consent will not be unreasonably withheld, we will not, and will not permit any of 
mr subsidiaries to: 

e 

e 

e 

e 

e 

e 

declare, set aside or pay dividends, or make other distributions, except (i) dividends by any of our wholly owned subsidiaries, 
(ii) regular quarterly cash dividends with respect to our common stock, not to exceed an annual rate of $0.94 per share in 2001, 
$0.98 per share in 2002 and $1.02 per share in 2003, in accordance with our past dividend policy, (iii) a pro rata "stub period" 
dividend based on the number of days elapsed between the most recent dividend record date and the effective date of the merger 
(iv) regular cash dividends with respect to the cumulative preferred stock, 5% series and 5% cumulative preference stock in 
accordance with our past dividend policy and (v) cash dividends with respect to the preferred stock of any of our subsidiaries or 
cash dividends with respect to the nonpreferred capital stock of any non-wholly owned subsidiaries in the ordinary course of 
business consistent with such subsidiary's past practice; 

purchase, redeem or otherwise acquire any shares of our respective capital stock or any other equity interests, except for (i) the 
redemption of the outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock, (ii) purchases, 
redemptions or other acquisitions required or permitted by the terms of any of our preferred stock or that of our subsidiaries, 
(iii) the purpose of funding or providing benefits under employee benefit plans, stock option and other incentive compensation 
plans, directors' plans and the dividend reinvestment provisions of our dividend reinvestment and stock purchase plan, 
(iv) purchases, redemptions or other acquisitions in the ordinary course of business consistent with past practice of any voting 
stock of any of our subsidiaries or (v) purchases of shares of capital stock of any of our wholly owned subsidiaries; 

split, combine or reclassify any capital stock or other equity interests or issue any other securities in respect of, in lieu of or in 
substitution for such shares or interests; 

issue, deliver, sell, pledge or otherwise encumber any shares of our capital stock or other equity interests or grant any options, 
warrants, calls or rights to acquire any such shares or interests, other than (i) upon the exercise of stock options or other rights to 
purchase common stock in effect as of the date of the merger agreement, (ii) the delivery or sale of shares held as treasury stock 
as of the date of the merger agreement, or thereafter purchased on the open market to fund benefits under employee benefit 
plans, (iii) issuances by any of our subsidiaries of shares of capital stock to us or any of our wholly owned subsidiaries, 
(iv) issuances of our common stock pursuant to our rights agreement, (v) issuances of our common stock pursuant to our 
dividend reinvestment and stock purchase plan or (vi) issuances of our common stock which are necessary in our reasonable 
judgment, after consultation with Thames Water Holdings, in order to maintain our credit ratings and that of our subsidiaries; 

amend our respective certificates of incorporation or by-laws, except as required by applicable law or by the rules of the New 
York Stock Exchange; 

acquire or agree to acquire any corporation, any assets constituting a business, any other business entity or other assets that are 
material, other than (i) any business which is regulated by a state regulatory body or owned or operated by a municipality or 
local governmental entity, provided that all such acquisitions shall not involve aggregate payments (including debt assumption) 
of more than $300,000,000, (ii) any business in or related to the water services or wastewater services industry or any line of 
business conducted by Azurix North America Corp. or Azurix Industrials Corp. on or prior to the date of consummation of the 
acquisition of such entities which is not regulated by a state regulatory body or owned or operated by a municipality 

34 

or local governmental entity, provided that all such acquisitions shall not involve aggregate payments (including debt 
assumption) of more than $100,000,000, or (iii) assets constituting a business the acquisition of which does not require consent 
or approval under the merger agreement; 

e 

sell, lease, license, sell and leaseback, mortgage or otherwise encumber or subject to any lien or otherwise dispose of any real 
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property, or any other material interests in properties or assets, other than (i) sales in which the fair market value of all such 
properties and assets does not exceed $100,000,000, (ii) sales to a governmental entity required by threat of condemnation or 
similar proceedings, conducted in a manner consistent with past practice, (iii) sales of securities at arm'slength which are held 
as passive minority investments or (iv) grants of easements, rights of way and liens in the ordinary course of business or in 
connection with our secured indebtedness or that of any of our subsidiaries, in each case consistent with past practice; 

~e 

~ 

. 
incur or guarantee any indebtedness or issue or sell any debt securities or options, warrants, calls or other rights to acquire any 
our debt securities or the debt securities of any of our subsidiaries, enter into any interest rate protection agreement or other 
hedging arrangement, guarantee any debt securities of another person, enter into any "keep well" or other agreement to maintain 
any financial statement condition of another person or enter into any arrangement having the economic effect of any of the 
above, except for (i) short-term indebtedness in the ordinary course of business consistent with past practice, (ii) longterm 
indebtedness and interest rate protection and other hedging arrangements in respect of such longterm indebtedness so long as 
the aggregate amount of such long-term indebtedness outstanding as of the end of each fiscal year ended after the date of the 
merger agreement (with certain exclusions), does not exceed 110% of the aggregate amount of all longterm indebtedness 
contemplated to be outstanding as of the end of such fiscal year by our business plan for the fiveyear period ending on 
December 3 1,2005, (iii) arrangements to finance acquisitions permitted by the merger agreement or to fund capital expenditures 
permitted by the merger agreement, (iv) any guarantees, bid bonds, performance bonds, surety bonds, payment bonds, letters of 
credit and "keep well" agreements and other similar arrangements entered into in the ordinary course of business consistent with 
past practice between us and our subsidiaries or in support of our indebtedness or other obligations, of our subsidiaries or among 
our subsidiaries; or (v) indebtedness in an amount equal to (1) the cost of our common stock purchased to fund or provide 
benefits under employee benefit plans, plus (2) the amount of cash proceeds that we would otherwise expect to receive from the 
sale of common stock under the dividend reinvestment and stock purchase plan for so long as such plan is indefinitely 
suspended pursuant to the merger agreement; 

I *  
I 
I. 

~ 

, . 
make any material loans, advances or capital contributions to, or investments in, any other person, other than any of our 
subsidiaries, other than (i) investments made in joint ventures permitted by the merger agreement, (ii) loans, advances, capital 
contributions and investments made in connection with actions permitted by the merger agreement or (iii) in the ordinary course 
of business; 

e 

. . incur or commit to incur any capital expenditures in excess of 120% of the amount budgeted in our fiveyear capital plan, other 
than (i) capital expenditures required by changes in or newly promulgated applicable laws or judgments or applicable standards 
or policies of any governmental entity, (ii) capital expenditures funded by customer advances or contributions in aid of 
construction, (iii) capital expenditures incremental to our fiveyear capital plan as may be required to serve customers who 
generate sufficient revenues to fully fund the cost of such capital expenditures without adversely affecting customer rates, 
(iv) capital expenditures related to the operation of any business acquired through an acquisition permitted by the merger 
agreement, (v) capital expenditures to the extent covered by insurance or as reasonably required . 

35 

in our judgment following a catastrophic event or (vi) capital expenditures in connection with performance by us or one of our 
subsidiaries under any contract to the extent our or our subsidiary's obligations in connection with any such capital expenditure 
are non-recourse to us or our subsidiary and funded by the United States government; 

, . 
I except as required by applicable law or any judgment (i) pay, discharge, settle or satisfy any material claims (including claims o 

stockholders), liabilities or obligations (whether absolute, accrued, asserted or unasserted, contingent or otherwise), other than 
the payment, discharge, settlement or satisfaction of claims, liabilities or obligations (A) in the ordinary course of business 
consistent with past practice, (B) as required by their terms as in effect on September 16,2001, or on the date of acquisition of 
the person subject thereto or (C) incurred since September 16,2001, in the ordinary course of business consistent with past 
practice, (ii) waive, release, grant or transfer any right of material value, other than in the ordinary course of business consistent 
with past practice or (iii) waive any material benefits of, or agree to modify in any materially adverse respect, or fail to enforce 
in any material respect, or consent to any material matter with respect to which consent is required under, any material 
confidentiality, standstill or similar agreement to which we or any of our subsidiaries is a party; 

' *  . 
take any action to fund or in any other way secure the payment of compensation or benefits under any benefit plan or other 
contract, accelerate the vesting or payment of any compensation or benefit under any benefit plan or other contract, grant any 
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compensation, benefits, severance or termination pay or increases under any benefit plan or establish, adopt, enter into, amend 
or terminate any benefit plan, except as required to implement grants or increases permitted by the merger agreement, except 
(i) as required to comply with applicable law or any judgment, any collective bargaining agreement or any provision of our 
benefit plans or other contract, (ii) in the ordinary course of conducting our or any of our subsidiaries' respective businesses 
consistent with past practice, (iii) as would, in our discretion, be commercially reasonable in order to retain our employees and 
employees of our subsidiaries or to hire (or promote) or replace new executives, (iv) as is or would be required to give effect to 
acquisition agreements entered into by us and/or our subsidiaries or (v) as would not, individually or in the aggregate, materially 
increase our and our subsidiaries' annual expense for compensation and benefits provided or to be provided to our respective 
employees; 

0 

a 

. 
enter into any material contract other than (i) any contract related to our business regulated by public utility commissions as 
entered into in the ordinary course of business consistent with past practice, (ii) any contract related to the water services or 
wastewater services industry; provided that the average aggregate annual revenues to be received by us and our subsidiaries ove 
the first three years of such contract, together with the total average aggregate annual revenues to be received by us and our 
subsidiaries over the first three years of all such other contracts entered into during the twelvemonth period beginning the date 
of the merger agreement or during any subsequent twelvemonth period shall not exceed $60 million per year; provided, further 
that (A) the average annual amounts of any payments to be made to us during the first three years of such contract in respect of 
any capital expenditures permitted by the merger agreement and other recovered costs of capital in respect thereof shall not 
count against such $60 million per year limit and (B) the average annual amounts of any associated recovery of capital 
improvement costs (and, in the case of any "designhild-operate" contract, payments in respect of the "design-build" portion of 
such contract to the extent that those payments are (x) guaranteed by a nonaffiliate which we reasonably determine is 
sufficiently creditworthy or (y) passed through to third parties who perform the "designbuild" portion of such contract) during 
the first three years of such contract shall not count against such $60 million per year limit or (iii) any contract providing for any 
transaction otherwise permitted by the merger agreement; 

0 

36 

0 renew any material contract unless such renewal (i) shall not modify the terms of such contract, taken as a whole, in any materia 
adverse respect or (ii) is on terms that are reasonably agreed to by us in carrying on our business in the ordinary course; 

modify, amend, waive or terminate any material contract other than in the ordinary course of business or the contracts filed with 
the SEC, in either case without consulting with Thames Water Holdings in good faith in advance; or 

0 . 
authorize, or commit, resolve or agree to take any action described above. 

In addition to the foregoing, if we request the consent of Thames Water Holdings to enter into a contract or make an acquisition not 
se permitted by the merger agreement, Thames Water Holdings will promptly inform us whether RWE or any of its subsidiaries is 
ating or intends to participate in the bidding for such acquisition or contract and, if they inform us that RWE or any of its subsidiaries is 
ating or intends to participate in the bidding for the acquisition or contract or do in fact participate, then we will not be subject to the 

mstrktions of the merger agreement with respect to that acquisition or contract. For the purposes of this procedure, unless Thames Water 
s has given us written notice to the contrary, we may presume that RWE or one of its subsidiaries is participating in any competitive 
process for an acquisition or contract which has been marketed broadly to major participants in the water services or wastewater 

mites industries and we will not be required to request the consent of Thames Water Holdings or otherwise be restricted by the merger 
ement with respect to that acquisition or contract. 

0 
We have agreed to consult with Thames Water Holdings and provide reasonable documentation prior to taking certain of the actions 

F i t t e d  by the merger agreement during the period prior to completion of the merger. 

I Efforts to Complete the Merger 

Subject to the terms and conditions set forth in the merger agreement, each of the parties to the merger agreement has agreed to use its 
masonable best efforts to take, or cause to be taken, as promptly as reasonably practicable, all actions that are necessary, proper and advisable 
a9B achieve the completion of the merger, including (i) the taking of all acts necessary to satisfy the conditions necessary for the completion of 

ger, (ii) the obtaining of all necessary actions or nonactions, waivers, consents, approvals, orders and authorizations from governmental 
and the making of all necessary registrations, declarations and filings and the taking of all steps as may be necessary to obtain that 

oval or waiver from, or, to the extent any approval or waiver cannot be obtained, to avoid the need to obtain the approval or waiver from, 
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uor to avoid an action or proceeding by, any governmental entity and (iii) the obtaining of all necessary consents, approvals or waivers from 
&ird parties. To that effect, RWE and Thames Water Holdings, on the one hand, and we, on the other hand, have agreed to cooperate to 
develop a mutually acceptable plan to obtain the required regulatory approvals as expeditiously as reasonably practicable and to provide each 
&er with assistance, information and cooperation as reasonably requested in that regard. 

We, RWE and Thames Water Holdings have each agreed not to take any action that would reasonably be expected to materially impede or 
0 delay obtaining required regulatory approvals or otherwise materially impede or delay the completion of the merger. 

In addition, subject to certain exceptions, RWE and Thames Water Holdings have agreed that, prior to the completion of the merger and 
except as we may consent to (which consent will not be unreasonably withheld or delayed), they will not and will cause their subsidiaries not to 
@acquire any U.S. water services or wastewater services business that is regulated by a public utility commission or similar regulatory body 
(other than any acquisition which does not involve aggregate payments (including debt assumption) by RWE, Thames Water Holdings or their 

0 mbsidiaries in excess of 

37 

0 $20 million), (ii) acquire any business that would cause RWE, Thames Water Holdings or any of their subsidiaries to be required to register as 
aholding company under the Public Utility Holding Company Act of 1935, which we refer to in this proxy statement as the Holding Company 
Act, (iii) acquire any business that would subject RWE, Thames Water Holdings, Apollo or any of their subsidiaries to regulation under the 
Holding Company Act in a manner that would raise substantive questions with respect to the ownership by any of them of any water or 
wastewater business, (iv) acquire any business that would, upon the consummation of that acquisition, subject RWE, Thames Water Holdings 
many of their subsidiaries to regulation underthe Holding Company Act in a manner other than that described in clauses (ii) and (iii) above or 
(VI acquire any business that is a U.S. gas or electric utility, if in the case of clause (iv) or this clause (v), that business is subject to regulation 
as a gas or electric utility by any public utility commission in any material state. RWE and Thames Water Holdings have also agreed not to 
acquire shares of our common stock before the approval by our stockholders of the merger agreement and not to acquire more than 4.9% of our 
common stock at any time prior to the completion of the merger. 

nditions to the Merger 

Conditions to Each Party's Obligations 

Each party's obligation to complete the merger is subject to the satisfaction or waiver of the following conditions: 

0 

0 

we must obtain the adoption of the merger agreement by the affirmative vote of the holders of a majority of the votes 
represented by all the outstanding shares of our common stock and our cumulative preferred stock, 5% series, voting together as 
a single class, with each share of our common stock entitled to one vote and each share of cumulative preferred stock, 5% series 
entitled to 140th of a vote; 

the waiting period applicable to the completion of the merger under the HartScott-Rodino Antitrust Improvements Act shall 
have expired or been terminated; 

any other required approval or waiting period under any other similar competition, merger control, antitrust or similar law or 
regulation the failure of which to obtain or comply with would reasonably be expected to have a material adverse effect on us, 
shall have been obtained or shall have terminated or expired; 

0 

there must not be in effect any temporary restraining order, preliminary or permanent injunction or other order or decree issued 
by a court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the completion of the 
merger; 

a all required regulatory approvals under the laws and judgments of any state public utility commission, state public service 
commission or similar state regulatory body must have been obtained and must not have been reversed, enjoined or suspended 
and any waiting periods or conditions thereto must be expired or satisfied; 
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all material required regulatory approvals under the laws and judgments of any public health departments, environmental 
protection agencies or of any federal or state regulatory body having jurisdiction over similar matters shall have been obtained 
and must not have been reversed, enjoined or suspended and any waiting periods or conditions thereto must be expired or 

a 

I satisfied; and 

the redemption of our outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock must be 
completed. 

38 

a 
Conditions to R WE%, Thames Water Holdings' and Apollo's Obligations 

The obligation of RWE, Thames Water Holdings and Apollo to complete the merger is subject to the satisfaction or waiver of the following 
dditional conditions: 

a 

a 
our representations and warranties must be true and correct as of the date of the merger agreement and as of the closing date, 
except representations and warranties that speak as of an earlier date, which must be true and correct as of that earlier date, other 
than any failure to be true and correct that would not reasonably be expected to have a material adverse effect on us; 

we must have performed in all material respects a11 obligations that we are required to perform under the merger agreement prio 
to the closing date; 

no material adverse effect on us shall have occurred and there must be no state of facts, change, development, effect, condition 
or occurrence that would reasonably be expected to have a material adverse effect on us; and 

the required regulatory approvals for the merger and other regulatory approvals obtained between the date of the merger 
agreement and the closing date in connection with acquisitions by us must not impose any terms or conditions that would 
reasonably be expected to have a material adverse effect either on us or on Thames Water Holdings' U.S. subsidiaries and us, 
taken as a whole. 

. 
0 

Conditions to American Water Works' Obligations 

Our obligation to complete the merger is subject to the satisfaction or waiver of the following additional conditions: 

a 

. 
RWE's, Thames Water Holdings' and Apollo's representations and warranties must be true and correct as of the date of the 
merger agreement and as of the closing date, except representations and warranties that speak as of an earlier date, which must 
be true and correct as of that earlier date, other than any failure to be true and correct that would not reasonably be expected to 
impair in any material respect the ability of RWE, Thames Water Holdings or Apollo to perform its obligations under the 
merger agreement or prevent or materially delay the completion of the merger; and 

R W ,  Thames Water Holdings and Apollo must have performed in all material respects all obligations that each of them are 
required to perform under the merger agreement prior to the closing date. 

. 

3% Solicitation of Other Offers 
I 

The merger agreement provides that neither we nor our representatives will: 

solicit, initiate or encourage, or take any action knowingly to facilitate the submission of, any takeover proposal, as described 
a below; or 

except as provided below, provide any nonpublic information relating to us to any person relating to a takeover proposal, or 
engage in any discussions or negotiations concerning a takeover proposal. 
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We may, however, at any time prior to the adoption of the merger agreement by our stockholders, in response to a takeover proposal that our 

kiwd of directors determines in good faith could reasonably be expected to lead to a superior proposal, as described below: 

e 
provide information regarding us to the person making that takeover proposal pursuant to a customary confidentiality agreemen 
that does not contain any prohibition on making an unsolicited takeover proposal (so long as such information is concurrently 
provided to Thames Water Holdings); and 

39 

e . 
participate in discussions or negotiations with the person making that takeover proposal regarding that takeover proposal. 

h addition, we have agreed that neither our board of directors nor any of its committees will: 

withdraw, or modify in a manner adverse to Thames Water Holdings or Apollo, recommendation with respect to, the merger 
agreement or publicly propose to do so, or recommend, or propose publicly to recommend, the approval of any takeover 
proposal, unless our board of directors determines in good faith, after consulting with legal counsel, that such action is necessary 
for our board of directors to comply with its fiduciary duties to our stockholders under applicable law and our certificate of 
incorporation; 

adopt or approve, or publicly propose to adopt or approve, any takeover proposal, or withdraw its approval of the merger; 

cause or permit us to enter into any letter of intent, memorandum of understanding, agreement in principle, acquisition 
agreement, merger agreement, joint venture agreement, partnership agreement or other agreement constituting or related to a 
takeover proposal; or 

agree or resolve to take any of the foregoing actions. 

. 
e . 

e 

iYZur board of directors may, however, at any time prior to the special meeting, terminate the merger agreement in response to a superior 
a1 and concurrently or promptly thereafter enter into an agreement with respect to that superior proposal if: 

e it delivers written notice to Thames Water Holdings five days prior to terminating the merger agreement, advising Thames 
Water Holdings that it has received a superior proposal, specifying the terms and conditions of, and the identity of the person 
making, the superior proposal, and that it intends to accept the superior proposal and exercise its right to terminate the merger 

, agreement; and 
, 
I 
, prior to or concurrently with the termination, we pay to Thames Water Holdings the $138 million termination fee. 

~@ 
I 
I 

Wehave agreed to cease any discussion or negotiations with any third parties conducted on or before the date of the merger agreement with 
a view toward a takeover proposal, and to notify Thames Water Holdings of any takeover proposal and keep Thames Water Holdings informed 

status of such takeover proposal. 

Nothing described above limits our ability to take actions to comply with certain rules under the Securities Exchange Act of 1934, or make 
disclosure to our stockholders if, in the good faith judgment of our board of directors, after consultation with outside counsel, such failure 

mdkclose would be inconsistent with applicable law. 

Far purposes of the merger agreement, the term “takeover proposal” means any inquiry, proposal or offer from any person relating to, or that 
ismzsonably likely to lead to: 

0 
a merger, consolidation or any similar transaction involving us or any of our significant subsidiaries; 

a purchase, other acquisition or assumption of assets or businesses that constitute or represent 20% or more of the total revenue, 
operating income, EBITDA or assets of us and our subsidiaries, taken as a whole; 
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a purchase or other acquisition of our voting securities that, if completed, would result in any person beneficially owning 
securities representing 20% or more of our total equity or voting interests, or that of our subsidiaries, if such subsidiaries held 
the assets or businesses referred to in the previous bullet point; or 

any substantially similar transaction. e 
40 

The merger agreement defines the term "superior proposal" to mean: 

any bona fide written offer by a third party that if consummated would result in the third party acquiring, directly or indirectly, 
50% or more of the voting power of our common stock or 50% of our and our subsidiaries' combined assets or a direct merger 
between such third party and us; and 

the consideration offered for which consists of cash and/or securities which our board of directors determines in its good faith 
judgment (after consultation with a recognized financial advisor) to be more favorable from a financial point of view to our 
stockholders, taking into account any counterproposals that Thames Water Holdings may make in response to a superior 
proposal or otherwise. 

0 

Termination of the Merger Agreement e 
The merger agreement may be terminated at any time prior to the completion of the merger, whether before or after stockholder approval has 

obtained: 

1. 

2. 
by mutual written consent of American Water Works, Thames Water Holdings and Apollo; 

by either American Water Works or Thames Water Holdings, if: 

the merger is not completed on or before March 16,2003, except that 
(9  

this right to terminate will not be available to any party whose failure to comply with the merger agreement has 
been the primary reason the merger has not been completed by that date; 

if all conditions are satisfied or are capable of being satisfied other than obtaining the required regulatory 
approvals, the termination date will be extended to September 16,2003, and the date will be further extended up 
to an additional 60 days for any waiting period in respect of a regulatory approval that has not yet expired if all 
other conditions are satisfied or are capable of being satisfied; and 

the date will be extended to September 16,2003, if all other conditions are satisfied other than the consummation 
of the stock redemption and American Water Works has mailed the notice of redemption; 

(ii) 

(iii) 

e 

0 

any order, injunction or other legal restraint or prohibition that prevents the completion of the merger is in effect and has 
become final and nonappealable; or 

our stockholders do not approve the merger agreement at the special meeting; or 
3. 

by Thames Water Holdings if: 

our board of directors withdraws or modifies in a manner adverse to RWE its recommendation of the merger agreement 
or recommends to our stockholders any takeover proposal by a third party; or 

we have breached any of our representations or warranties, other than any failures of our representations and warranties 
to be true and correct that individually or in the aggregate would not reasonably be expected to have a material adverse 
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effect, or materially breached any covenants in the merger agreement and the breach is not cured within 20 business days 
after written notice of the breach is delivered; or 

0 

4. 
by us if: 

Thames Water Holdings has breached any of its representations or warranties, other than any failures of its 
representations and warranties to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect, or 

i 41 

0 

0 

materially breached any covenants in the merger agreement and the breach is not cured within 20 business days after 
written notice of the breach is delivered; or 

prior to obtaining stockholder approval, our board of directors authorizes us to enter into an agreement with respect to a 
takeover proposal from a third party concurrently with such termination, provided that we have complied with the 
provisions of the merger agreement described above under "-No Solicitation of Other Offers," including the payment to 
Thames Water Holdings of the $138 million termination fee described below. 

Termination Fees 

We must pay to Thames Water Holdings a termination fee of $138 million if the merger agreement is terminated under any of the following 
e 

Sakumstances: 

either party terminates pursuant to the first or third bullet points under paragraph (2) above under '-Termination of the Merger 
Agreement", a takeover proposal shall have been made to us or any person has publicly announced an intention to make a 
takeover proposal prior to such termination and, within 12 months after such termination, we enter into a definitive a, Oreement to 
consummate or do consummate a takeover proposal which results in a change in control; or 

we terminate pursuant to the second bullet point under paragraph (4) above under ''--Termination of the Merger Agreement"; or 

Thames Water Holdings terminates pursuant to the first bullet point under paragraph (3) above under '-Termination of the 

0 

. 

0 Merger Agreement." 

Thames Water Holdings must pay to us a termination fee of $138 million if the merger agreement is terminated under any of the following 
okmstances:  

by either party pursuant to any of the first or second bullet points under paragraph (2), the second bullet point under 
paragraph (3), the first bullet point under paragraph (4) and, under certain circumstances, the second bullet point under 
paragraph (4), in each case above under "-Termination of the Merger Agreement," and at such time the closing conditions 
relating to the absence of any legal restraint preventing the closing or the receipt of all required regulatory approvals have not 
been satisfied; and 

any of the following are true: 

0 

0 

RWE's, Thames Water Holdings' and Apollo's representations regarding regulation as a public utility are not true such 
that one of them or their subsidiaries is required to register as a holding company under the Holding Company Act or is 
subject to regulation as a public utility holding company in a manner that would raise substantive questions with respect 
to the ownership by any of them of any water or wastewater business; 

RWE or Thames Water Holdings has breached its covenant not to (x) acquire any U.S. water services or wastewater 
services business that is regulated by a public utility commission or similar regulatory body (other than any acquisition 
which does not involve aggregate payments (including debt assumption) by RWE, Thames Water Holdings or their 
subsidiaries in excess of $20 million), (y) acquire any business that would cause RWE, Thames Water Holdings or any 
of their subsidiaries to be required to register as a holding company under the Holding Company Act or (z) acquire any 
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business that would subject RWE, Thames Water Holdings, Apollo or any of their subsidiaries to regulation under the 
Holding Company Act in a manner that would raise substantive questions with respect to the ownership by any of them 
of any water or wastewater business; or 

one of RWE's, Thames Water Holdings' and Apollo's representations regarding regulation as a public utility (other than 
as discussed above) is no longer true or RWE or Thames 

e 

e 
~ 
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e 

e 

Water Holdings has breached its covenant (x)(i) not to acquire any business that would, upon the consummation of that 
acquisition, subject RWE, Thames Water Holdings or any of their subsidiaries to regulation under the Holding Company 
Act in a manner other than that described above or (ii) acquire any business that is a U.S. gas or electric utility, if that 
business is subject to regulation as a gas or electric utility by any public utility commission in any material state or 
(y) not to take any action which would materially impede or delay obtaining any required regulatory approvals or (2) to 
use reasonable best efforts to obtain required regulatory approvals and, in each case, that failure to be true or breach was 
the primary cause of the failure to satisfy certain conditions to closing relating to regulatory approvals and other 
regulatory matters. 

In addition, if the merger agreement is terminated by Thames Water Holdings pursuant to the second bullet point under paragraph (3) above 
under "-Termination of the Merger Agreement", or by us pursuant to the first bullet point under paragraph (4) above under '-Termination of 

Merger Agreement" (subject to certain exceptions) then the nonterminating party must pay to the terminating party its documented outof- 
p k e t  expenses and fees incurred in connection with the merger, which expenses and fees may not exceed $20 million. 

Employee Benefits 
e 

RWE has agreed to honor and cause the surviving company to honor all employee benefit plans and collective bargaining agreements that 
have been disclosed by us. In addition, subject to applicable law and any collective bargaining agreements, RWE has agreed to (i) for 
32 months after the merger, maintain our employee benefit plans and programs (other than any equity or equity based plans) in accordance wit 

terms as in effect prior to the merger, without adverse amendment, and (ii) for 18 months after the merger to provide, or cause the 
w i v i n g  entity to provide, to our employees compensation (including base pay and annual and long term incentive opportunities, and 
including the value of any equitybased compensation) and employee benefits that are no less favorable in the aggregate than those provided to 
car employees prior to the merger. 

RWE has also agreed that, subject to applicable law and any collective bargaining agreements, it will, or will cause the surviving company 
 provide lifetime medical and life insurance benefits at the same level as, and at the same cost (if any) as, in effect immediately prior to the 

of the merger, to (i) all covered current retirees (as of the date of the merger) and (ii) all covered employees of our company and its 
subsidiaries who, as of the date of the merger, have satisfied all applicable eligibility requirements for purposes of our retiree medical plan as 
mrrently in effect, at such time after the merger as the employees retire. RWE has also agreed to allow our current, nonunion employees to 
participate in any employer stock ownership plan it maintains for its employees in the United States. 

Prior to the merger, we have agreed to provide RWE commercially reasonable access to our employees for purposes of implementing the 
r agreement. On September 17,2001, we suspended indefinitely our dividend reinvestment and stock purchase plan and caused all 

mounts not yet applied as of such date to be returned to the employees. 

endment, Extension and Waiver 

The parties may amend the merger agreement at any time before completion of the merger. However, after adoption of the merger agreemen 
stockholders, no amendment may be made which by law requires further approval by our stockholders, unless we obtain that further 

Val. All amendments to the merger agreement must be in writing signed by us, RWE, Thames Water Holdings and Apollo. 

I 43 

e 
At any time before the completion of the merger, each of the parties to the merger agreement may, by written instrument: 

extend the time for the performance of any of the obligations or other acts of the other parties; 
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waive any inaccuracies in the representations and warranties of the other parties contained in the merger agreement or in any 
document delivered pursuant to the merger agreement; or 

waive compliance with any of the agreements or conditions contained in the merger agreement. 
0 

However, after adoption of the merger agreement by our stockholders, no waiver may be made which by law requires hrther approval by 
am stockholders, unless we obtain that further approval. 

Amendment to Rights Agreement 

In accordance with the merger agreement, as of September 16,2001, we amended the rights agreement, dated as of February 18, 1999, as 
mended by the first amendment to the rights agreement, dated as of June 1,2000, between us and Fleet National Bank, as rights agent, to 
p v i d e  that none of the approval, execution, delivery or performance of the merger agreement or the voting agreement or the completion of th 
transactions contemplated thereby will cause the rights under the rights agreement to be adjusted or become exercisable. The amendment also 
p v i d e s  that none of the merger, the merger agreement or the voting agreement will cause Thames Water Holdings or any of its affiliates or 
associates to become an "acquiring person" under the rights agreement. In addition, the amendment amends the rights agreement to provide tha 
(1) a "shares acquisition date" will not be deemed to occur as a result of the public announcement, approval, execution, delivery or performanc 

'ofthe merger agreement or the voting agreement, or the completion of the transactions contemplated thereby and (2) neither a "triggering 
went" nor a "distribution date" will be deemed to occur as a result of the approval, execution, delivery or performance of the merger agreemen 
or the voting agreement, or the completion of the transactions contemplated thereby. The amendment also provides that the rights will 
terminate immediately prior to the completion of the merger. 

%Wing Agreement 
0 

A voting agreement has been entered into between Thames Water Holdings and some of the stockholders of American Water Works 
hose stockholders to vote their shares in favor of the transaction and against any takeover proposal (as defined in the merger 

ckholders that are party to the voting agreement own or control 25,989,476 shares of our common stock representing 
of the total votes entitled to be cast at the special meeting. Up to approximately 5% of the shares subject to the voting 
old without restriction before the special meeting of stockholders. The voting agreement will terminate if the American 

.Water Works board of directors exercises its right to terminate the merger agreement and accept a superior proposal (as defined in the merger 
ement) and in other limited circumstances. See '!-Termination of the Merger Agreement." 

44 

0 

APPRAISAL RIGHTS 

If the merger is consummated, holders of shares of American Water Works common stock are entitled to appraisal rights under Section 262 
offthe Delaware General Corporation Law, provided that they comply with the conditions established by Section 262. 

0 
Section 262 is reprinted in its entirety as Annex C to this Proxy Statement. The following discussion is not a complete statement of the law 

xlating to appraisal rights and is qualified in its entirety by reference to Annex C. This discussion and Annex C should be reviewed carefully 
any holder who wishes to exercise statutory appraisal rights or who wishes to preserve the right to do so, as failure to comply with the 

-tory procedures will result in the loss of appraisal rights. 

A record holder of shares of American Water Works common stock who does not vote in favor of the merger agreement, who makes the 
ibed below with respect to such shares in a timely fashion, who continuously is the record holder of such shares through the 
of the merger and who otherwise complies with the statutory requirements of Section 262 will be entitled to an appraisal by the 
rt of Chancery of the fair value of his or her shares of American Water Works common stock. All references in this summary of 

appraisal rights to a "stockholder" or "holders of shares of American Water Works common stock" are to the record holder or holders of shares 
ofAmerican Water Works common stock. Except as set forth herein, stockholders of American Water Works will not be entitled to appraisal 
rights in connection with the merger. 

0 
Under Section 262, where a merger is to be submitted for approval at a meeting of stockholders, as in the case of the special meeting, not 

less than 20 days prior to the meeting the corporation must notify each of the holders of its stock who is entitled to appraisal rights that 
raisal rights are available and include in the notice a copy of Section 262. This proxy statement constitutes that notice to you, and a copy of 
tion 262 is attached to this proxy statement as Annex C. 
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Holders of shares of American Water Works common stock who desire to exercise their appraisal rights must not vote in favor of the merger 

0 
a d  must deliver a separate written demand for appraisal to American Water Works prior to the vote by the stockholders of American Water 
Works on the merger. A demand for appraisal must be executed by or on behalf of the stockholder of record and must reasonably inform 
American Water Works of the identity of the stockholder of record and that the stockholder intends to demand appraisal of his or her shares. A 

xy or vote against the merger will not by itself constitute that demand. The written demand for appraisal must be in addition to and separate 
any proxy or vote. Any stockholder making such a demand must thereafter continue to hold his or her shares of record until the effective 

* h e  of the merger to be eligible for appraisal rights. Within ten days after the effective time of the merger, American Water Works must 
vide notice of the effective time to all stockholders who have complied with Section 262. 

A stockholder who elects to exercise appraisal rights should mail or deliver his or her written demand to: American Water Works 
Company, Inc., 1025 Laurel Oak Road, Voorhees, New Jersey 08043, Attention: W. Timothy Pohl. 

' 0 A person having a beneficial interest in shares of American Water Works common stock that are held of record in the name of another 
p o n ,  such as a broker, fiduciary, depositary or other nominee, must act promptly to cause the record holder to follow the steps summarized 
in this proxy statement properly and in a timely manner to perfect appraisal rights. If the shares of American Water Works common stock are 
awned of record by a person other than the beneficial owner, including a broker, fiduciary (such as a trustee, guardian or custodian), depositary 

other nominee, the demand for appraisal must be executed by or for the record owner. If the shares of American Water Works common stoc 
we owned of record by more than one person, as in a joint tenancy or tenancy in common, the demand must be executed by or for all joint 
mners.  An authorized agent, including an agent for two or more joint owners, may execute the demand for appraisal for a stockholder of 

'word; however, the agent must identify the record owner and expressly disclose the fact that, in exercising the 

45 

d, such person is acting as agent for the record owner. If a stockholder holds shares of American Water Works common stock through a 
er who in turn holds the shares through a central securities depository nominee such as Cede & Co., a demand for appraisal of such shares 

0 

must be made by or on behalf of the depository nominee and must identify the depository nominee as record holder. 

A record holder, such as a broker, fiduciary, depositary or other nominee, who holds shares of American Water Works common stock as a 
m i n e e  for others, may exercise appraisal rights with respect to the shares held for all or less than all beneficial owners of shares as to which 

m b e r  of shares is not expressly stated, the demand will be presumed to cover all shares of American Water Works common stock 
mtstanding in the name of the record owner. 

Owch person is the record owner. In such case, the written demand must set forth the number of shares covered by the demand. Where the 

Within 120 days after the effective time of the merger, either American Water Works or any stockholder who has complied with the 
Baovisions of Section 262 may file a petition in the Delaware Court, with a copy served on American Water Works in the case of a petition 

0.2ed by a stockholder, demanding a determination of the fair value of the shares of all stockholders who have properly demanded appraisal 
@I&. There is no present intent on the part of American Water Works to file an appraisal petition and stockholders seeking to exercise 
ppraisal rights should not assume that American Water Works will file a petition for appraisal. Accordingly, holders of American Water 

s common stock who desire to have their shares appraised should initiate any petitions necessary for the perfection of their appraisal 
?ights within the time periods and in the manner set forth in Section 262. Within 120 days after the effective time of the merger, any 
*Wkholder who has complied with the provisions of Section 262 to that point in time will be entitled, upon written request, to receive from 
h e n c a n  Water Works a statement setting forth the aggregate number of shares of American Water Works common stock not voted in favor 

O.sPthe merger agreement and with respect to which demands for appraisal were received by American Water Works and the number of holders 
shares. This statement must be mailed (a) within 10 days after the written request has been received by American Water Works or 
thin 10 days after the expiration of the period for the delivery of demands as described above, whichever is later. 

If a petition for an appraisal is timely filed, at the hearing on the petition, the Delaware Court will determine which stockholders are entitled 
o appraisal rights. The Delaware Court may require the stockholders who have demanded an appraisal for their shares and who hold stock 

Oqresented by certificates to submit their certificates to the Register in Chancery for notation thereon of the pendency of the appraisal 
moceedings; and if any stockholder fails to comply with this requirement, the Delaware Court may dismiss the proceedings as to that 
&&holder. Where proceedings are not dismissed, the Delaware Court will appraise the shares of American Water Works common stock 
m e d  by stockholders who have perfected their appraisal rights, determining the fair value of their shares exclusive of any element of value 
h i n g  from the accomplishment or expectation of the merger, together with a fair rate of interest, if any, to be paid upon the amount 
&ermined to be the fair value. 

Although American Water Works believes that the merger consideration is fair, no representation is made as to the outcome of the appraisal 
0 

$fair value as determined by the court and stockholders should recognize that such an appraisal could result in a determination of a value 
aigher or lower than, or the same as, the merger consideration, Moreover, American Water Works does not anticipate offering more than the 
aerger consideration to any stockholder exercising appraisal rights and reserves the right to assert, in any appraisal proceeding, that, for 
q o s e s  of Section 262, the "fair value" of a share of American Water Works common stock is less than the merger consideration. In 
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Supreme Court discussed the factors that could be considered in determining fair value in an appraisal proceeding, stating that "proof of value 
by any techniques or methods which are generally considered acceptable in the financial community and otherwise admissible in court" should 
be considered and that "[flair price obviously requires consideration of all relevant factors 

dctennining "fair value," the Delaware Court is required to take into account all relevant factors. In Weinberger v. UOP, Inc. the Delaware 
, 
I 

I '  

I involving the value of a company." The Delaware Supreme Court has stated that in making this determination of fair value the court must 
consider market value, asset vaIue, dividends, earnings prospects, the nature of the enterprise and any other facts which could be ascertained as 
of the date of the merger which throw any light on future prospects of the merged corporation. Section 262 provides that fair value is to be 

0 "'exclusive of any element of value arising from the accomplishment or expectation of the merger." InCede & Co. v. Technicolor, Znc., the 
Delaware Supreme Court stated that this exclusion is a "narrow exclusion [that] does not encompass known elements of value," but rather 
applies only to the speculative elements of value arising from such accomplishment or expectation. InWeinberger, the Delaware Supreme 
Court construed Section 262 to mean that "elements of future value, including the nature of the enterprise, which are known or susceptible of 
proof as of the date of the merger and not the product of speculation, may be considered." 

The cost of the appraisal proceeding may be determined by the Delaware Court and taxed against the parties as the Delaware Court deems 
equitable in the circumstances. However, costs do not include attorneys' and expert witness fees. Each dissenting stockholder is responsible for 
his or her attorneys' and expert witness expenses, although, upon application of a stockholder party to the appraisal proceeding, the Delaware 
Court may order that all or a portion of the expenses incurred by any stockholder in connection with the appraisal proceeding, including, 
without limitation, reasonable attorneys' fees and the fees and expenses of experts, be charged pro rata against the value of all shares of stock 
entitled to appraisal. 

Any holder of shares of American Water Works common stock who has duly demanded appraisal in compliance with Section 262 will not, 
after the effective time of the merger, be entitled to vote the shares subject to the demand or to receive payment of dividends or other 
distributions on the shares, except for dividends or distributions payable to stockholders of record at a date prior to the effective time of the 
merger. 

At any time within 60 days after the effective time of the merger, any stockholder will have the right to withdraw a demand for appraisal and 

s. If no petition for appraisal is filed with the Delaware Court within 120 days after the effective time of the merger, stockholders' rights 
sal will cease, and all holders of shares of American Water Works common stock will be entitled to receive the consideration offered 
to the merger agreement. Because American Water Works has no obligation to file a petition for appraisal, and has no present 

ktention to do so, any holder of shares of American Water Works common stock who desires a petition to be filed is advised to file it on a 
ely basis. Any stockholder may withdraw his or her demand for appraisal by delivering to American Water Works a written withdrawal of 

his or her demand for appraisal and acceptance of the merger consideration, except that (a) any attempt to withdraw made more than 60 days 
e effective time of the merger will require written approval of American Water Works and (b) no appraisal proceeding in the Delaware 

shall be dismissed as to any stockholder without the approval of the Delaware Court, and approval may be conditioned upon any terms 
laware Court deems just. 

0 to accept the terms offered in the merger; after this period, the stockholder may withdraw the demand only with the consent of American Wate 
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0 

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 

The following table sets forth information as of November 7,2001 with respect to beneficial ownership of our common stock by: 
0 

. 
our directors; 

our six most highly compensated executive officers; and 

all directors and executive officers of American Water Works as a group. 

. 
0 

If a director or executive officer owns less than one percent of our common stock, no percentage is shown under the heading "Percent of 
Class." Information for the table was obtained from the directors and executive officers. For purposes of the table, a person is a "beneficial 
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mner"  of our common stock if that person, directly or indirectly, has or shares with others (a) the power to vote or direct the voting of the 
common stock or (b) investment power with respect to the common stock, which includes the power to dispose or direct the disposition of the 
common stock. 

Amount and Nature 
of Beneficial Ownership 

0 
Shared Voting Shares Owned 

Name of individual or Sole Voting or or Acquirable by 
Number of Persons in Investment Investment Within 60 Spouse and Percent 

Group Power(1) Power(2) Days(3) Children(2) Total of Class 

k James Barr 

Frederick S. Kirkpatrick 

Anthony P. Terracciano 
Nancy Ware Wainwright. 
Marilyn Ware 
Paul W. Ware 

Gerald C. Smith 

Joseph F. Hartnett, Jr 

Ellen C. Wolf 
0 All directors and 

executive officers as a 
p u p  (20 persons) 

13,818 
743,916 

6,000 
47,309 

4,3 17 
8,000 

10,000 
43,199 
64,000 

6,824 
4,9 14,260 

17,090 
3,945 

10,000 
1,931 
9,930 

22,257 
22,190 

9,464 
1,434 

5,959,884 

2,230,568 
2,029,234 

4,769,720 

2,047,891 
4,873,645 

8 10,491 

7,750,795 

17,064,680 

47,734 1,018 
1,500 

15,548 

19,975 71 

200 

8,817 
15,667 

8,817 
20,2 17 200 

12 1,227 18,537 

13,818 
792,668 

2,238,068 
2,076,543 

4,3 17 
23,548 

4,779,720 
63,245 
64,000 

2,054,715 
9,787,905 

827,581 
4,145 

7,760,795 
1,93 1 

18,747 
37,924 
22,190 
18,28 1 
21,851 

23,164,328(4) 

* 
* 

2.2% 
2.1% * 

* 
4.8% * 

* 
2.1% 
9.8% * 

* 
7.8% * 

* 
* 
* 
* 
* 

23%(4) 

r* 

0 Represents holdings of less than one percent. 

Includes shares of American Water Works' common stock credited through September 200 1 to the accounts of the executive officers 
pursuant to American Water Works' Employees' Stock Ownership Plan and Savings Plan for Employees. 

Cobb Foundation, a charitable trust of which Rhoda W. Cobb is a trustee, owns 350,000 shares of American Water Works' common 
stock. Catlin Foundation, a charitable trust of which Nancy Ware 

(1) 

0 
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0 Wainwright is a trustee, owns 167,323 shares of American Water Works' common stock. Oxford Foundation, Inc., a nonprofit 
corporation of which Marilyn Ware and Paul W. Ware are directors, owns 797,376 shares of American Water Works' common stock. 
Wanvick Foundation, a charitable foundation of which Elizabeth H. Gemmill is the Managing Trustee, owns 615,000 shares of 
American Water Works' common stock and 200 shares of American Water Works' cumulative preferred stock, 5% series. 

Frederick S. Kirkpatrick and William S. White are trustees of a trust which owns 4,769,720 shares of American Water Works' common stock 
*&e beneficiaries of which are relatives of Mr. White. 

Rhoda W. Cobb and Nancy Ware Wainright are trustees of the Rhoda C. Ware Revocable Trust. This trust owns 1,45 1,996 shares of 
American Water Works' common stock, the beneficiaries of which are Rhoda C. Ware and others. Ware Family Investments, LTD. owns 
428,572 shares of American Water Works' common stock. Rhoda W. Cobb and Nancy Ware Wainwright are trustees of the general partner of 
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As the trustees or directors of these entities have voting and investment power, the shares of American Water Works' common stock held by 
cmch entities are shown opposite the name of the director or executive officer, but such shares are reported only once in the total for directors 
and executive officers as a group. The directors deny beneficial ownership of such shares. 

The directors and executive officers deny beneficial ownership of shares owned by their spouses and minor children. 
0 

I Reflects the number of shares that could be purchased by the exercise of options within 60 days of November 7,2001. 
1 4 4  
10 Shares are reported only once in the total for directors and executive officers as a group. 

None of the directors or executive officers has any material interest in any other stock of American Water Works or its subsidiaries, 

Based upon information available to American Water Works as of November 7,2001, the following persons beneficially own more than 5% 
&American Water Works' common stock. 

0 
Amount and Nature 

of Beneficial Ownership 

Sole Voting Shared Voting 
Name and Address or Investment or Investment Percent 

0 of Beneficial Owner Power Power of Class 

Bessemer Group, Incorporated 7,021,454 100 7.0% 
Woodbridge Center Drive 

bridge, NJ 07095 
Aktiengesellschaft( 1) 0 25,989,476 26.0% 

h e n ,  Germany 

(a) 
According to the Schedule 13D jointly filed by RWE and Thames Water Holdings on September 25,2001, each of them is deemed to 
have shared voting power over 24,186,876 shares of our common stock and shared dispositive power over 22,934,944 shares of our 
common stock, in each case pursuant to the voting agreement entered into in connection with the merger agreement between Thames 
Water Holdings and certain of our stockholders. See "The Merger Agreementvoting Agreement." On November 6,2001, the holders 
of an additional 1,802,600 shares of American Water Works common stockexecuted a joinder agreement agreeing to be bound by the 
voting agreement with respect to those shares. 

0 

0 Based upon filings with the Securities and Exchange Commission, as of November 7,2001, there are no persons who own beneficially more 
5% of the outstanding shares of our cumulative preferred stock, 5% series. 
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0 

OTHER MATTERS 

W e r  Matters for Action at the Special Meeting 

0 Our board of directors is not aware of any matters to be presented for action at the special meeting other than those described in this proxy 
I ment. If other matters should properly come before the special meeting, we intend that the holders of proxies solicited by this proxy 

Wement will vote on those matters in their discretion. 

posals by Holders of Shares of Common Stock 
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Following the merger, we will not be a publicly held company. We do not anticipate that the merger will be completed prior to our regular 
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~0 

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

The Securities and Exchange Commission encourages companies to disclose forwardlooking information so that investors can better 
rstand a company's future prospects and make informed investment decisions. These statements may be made directly in this proxy 
ment referring to us, and they may also be made a part of this proxy statement by reference to other documents filed by us with the 

?kcunties and Exchange Commission, which is known as "incorporation by reference." 

Words such as "anticipate," "estimate," "expect," "project," "intend," "plan," "believe," "target," "objective," "strategy," "goal" and words 
s of similar substance used in connection with any discussion of future operating or financial performance, or the acquisition of us by 

identify forward-looking statements. Our forward-looking statements are based on our management's current views about future events 
e subject to a number of factors and uncertainties that could cause actual results to differ materially from those described in the forward- 

ng materially from those described in the forwardlooking statements: 
mg statements. The following risks related to our business and the merger, among others, could cause or contribute to actual results 

success of pending applications for rate increases; 

inability to obtain, or to meet conditions imposed for, regulatory approval of pending acquisitions and divestitures; 

weather conditions that tend to extremes of temperature or duration; 

availability, terms and development of capital; 

0 

0 

business abilities and judgment of personnel; 

changes in, or the failure to comply with, governmental regulations, particularly those affecting the environment and water 
quality; 

0 .  
competition; 

success of operating initiatives, advertising and promotional efforts; 

existence of adverse publicity or litigation; 

changes in business strategy or plans; 

quality of management; 

general economic, business and financial market conditions; 

the identity or involvement in the merger of RWE; 

the ability to satisfy the conditions to closing set forth in the definitive merger agreement; and 

other factors described in our filings with the SEC. 

. 

. 
0 .  

0 .  

. 
~ 

~ 

. 
We caution you not to place undue reliance on our fonvarcElooking statements, which speak only as of the date of this proxy statement or the 

of the documents incorporated by reference in this proxy statement. Except as required by law, we are under no obligation, and expressly 
i&kcIaim any obligation, to update or alter any fonvarcklooking statements, whether as a result of new information, future events or otherwise. 1 
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atements,  please see the quarterly reports on Form 10-Q and the annual reports on Form 10-K that American Water Works has filed with the 
Securities and Exchange Commission as described under "Where You Can Find More Information." 

For additional information about factors that could cause actual results to differ materially from those described in the fonvardlooking ' 
All forward-looking statements attributable to us or any person acting on our behalf are expressly qualified in their entirety by the cautionary 

&tements contained or referred to in this section. e 
l 51 

WHERE YOU CAN FIND MORE INFORMATION 
e 

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange Commission. You 
,may read and copy any document we file at the Securities and Exchange Commission's public reference rooms in Washington, D. C., New 
Yuk, New York and Chicago, Illinois. Please call the Securities and Exchange Commission at 1800-SEC-0330 for further information on the 

Iic reference rooms. Our Securities and Exchange Commission filings are also available to the public at the Securities and Exchange 
*Kbmmission's website at htp://www.sec.gov. Copies of documents filed by us with the Securities and Exchange Commission are also available 

a the  offices of The New York Stock Exchange, 20 Broad Street, New York, New York 10005. 

Statements contained in this proxy statement, or in any document incorporated in this proxy statement by reference regarding the contents of 
"ary contract or other document, are not necessarily complete and each such statement is qualified in its entirety by reference to such contract or 

er document filed as an exhibit with the Securities and Exchange Commission. 

The Securities and Exchange Commission allows us to "incorporate by reference," into this proxy statement documents we file with the 
ission. This means that we can disclose important information to you by referring you to those documents. The 

ference is considered to be a part of this proxy statement, and later information that we file with the Securities 
11 update and supersede that information. We incorporate by reference the documents listed below and any 
t to Section 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of this proxy statement and before the 

American Water Works Filings Periods: 

Annual Report on Form 10-K 

IX=lrrrent Reports on Form 8-K 

Year ended December 3 1,2000 
Quarters ended March 3 1,200 1 and June 30,200 1 
Filed August 7,200 1, August 30,200 1, 
September 17,2001, October 30,2001, 
November 7,2001 and November 8,2001 

Filed March 25,200 1 

erly Reports on Form 10-Q 

American Water Works' proxy statement for its 2001 
amual meeting of stockholders 

You may request a copy of the documents incorporated by reference into this proxy statement by writing to, telephoning or mailing us. 
e 

Requests for documents should be directed to: 

e 

W. Timothy Pohl 
American Water Works Company, Inc. 
1025 Laurel Oak Road 
Voorhees, New Jersey 08043 
Telephone: (856) 346-8223 
E-mail address: wpohl@amwater.com 

Xf you would like to request documents from us, please do so at least five business days before the date of the special meeting in order to 
m e h e  timely delivery of such documents prior to the special meeting. 

This proxy statement does not constitute the solicitation of a proxy in any jurisdiction to or from any person to whom or from whom it is 
awful to make such proxy solicitation in such jurisdiction. You should rely only on the information contained or incorporated by reference 

roxy statement to vote your shares at the special meeting. We have not authorized anyone to provide you with information that is 
t from what is contained in this proxy statement. This proxy statement is dated ,2001. You should not assume that the 
tion contained in this proxy statement is accurate as of any date other than that date, and the mailing of this proxy statement to 
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Annex I 
AGREEMENT AND PLAN OF MERGER 

I Among 
~0 

RWE AKTIENGESELLSCHAFT, 

THAMES WATER AQUA HOLDINGS GMBH, 

0 

0 

APOLLO ACQUISITION COMPANY 
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AMERICAN WATER WORKS COMPANY, INC. 

Dated as of September 16,200 1 
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AGREEMENT AND PLAN OF MERGER dated as of September 16,2001, by and among RWE AKTIENGESELLSCHAFT, a company 

organized under the laws of the Federal Republic of Germany ("Guarantor"), THAMES WATER AQUA HOLDINGS GMBH, a company 
organized under the laws of the Federal Republic of Germany and a wholly owned subsidiary of Guarantor ("Parent"), APOLLO 
ACQUISITION COMPANY, a Delaware corporation and a wholly owned subsidiary of Parent ("Sub"), and AMERICAN WATER WORKS 
COMPANY, INC., a Delaware corporation (the "Company"). 
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Prepared by MERRILL CORPORATION m Page 53 of 9 - . WHEREAS the Board of Directors of each of the Company and Sub has approved and declared advisable, the Supervisory Board of 
Guarantor has approved and deemed advisable, and the Managing Directors of Parent have approved and declared advisable, this Agreement 
and the merger of Sub with and into the Company (the "Merger"), upon the terms and subject to the conditions set forth in this Agreement, 
whereby each issued and outstanding share of Common Stock, par value $1.25 per share, of the Company (the "Company Common Stock") nci 
owned by Parent, Sub or the Company, other than the Appraisal Shares (as defined in Section Z.Ol(d)), will be converted into the right to 
receive $46.00 in cash; 

0 
WHEREAS simultaneously with the execution and delivery of this Agreement, Parent and certain stockholders of the Company (the 

"Specified Company Stockholders") are entering into a voting agreement (the "Company Voting Agreement") pursuant to which the Specified 
Company Stockholders are agreeing to take certain actions in furtherance of the Merger; and 

WHEREAS Guarantor, Parent, Sub and the Company desire to make certain representations, warranties, covenants and agreements in 
0 annection with the Merger and also to prescribe various conditions to the Merger. 

NOW, THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and agreements set forth herein, the 
parties hereto agree as follows: 

0 ARTICLE I 

The Merger 

SECTION 1.01 The Merger. Upon the terms and subject to the conditions set forth in this Agreement, and in accordance with the Delaware 
General Corporation Law (the "DGCL"), Sub shall be merged with and into the Company at the Effective Time (as defined in Section 1.03). A 

"Surviving Corporation") and shall succeed to and assume all the rights and obligations of Sub in accordance with the DGCL. 
0 dhe Effective Time, the separate corporate existence of Sub shall cease and the Company shall continue as the surviving corporation (the 

SECTION 1.02 Closing. Upon the terms and subject to the conditions set forth in this Agreement, the closing of the Merger (the "Closing") 
shall take place at 11:OO a.m., New York time, on the second business day after the satisfaction or waiver of the conditions set forth in 
Article VI (other than those that by their terms cannot be satisfied until the time of the Closing), at the offices of Cravath, Swaine & Moore, 
%25 Eighth Avenue, New York, New York 10019, or at such other time, date or place agreed to in writing by Parent and the Company; 
prcmided, however, that if all the conditions set forth in Article VI shall not have been satisfied or waived on such second business day, then the 
C b i n g  shall take place on the first business day on which all such conditions shall have been satisfied or waived. The date on which the 
m s i n g  occurs is referred to in this Agreement as the "Closing Date." 

SECTION 1.03 Effective Time. Upon the terms and subject to the conditions set forth in this Agreement, as soon as practicable on or after 
Closing Date, a certificate of merger or other appropriate documents (in any such case, the "Certificate of Merger") shall be duly prepared 

md executed by the parties in accordance with the relevant provisions of the DGCL and filed with the 

Secretary of State of the State of Delaware. The Merger shall become effective upon the filing of the Certificate o f  Merger with the Secretary 
State of the State of Delaware or at such subsequent time or date as Parent and the Company shall agree and specify in the Certificate of 

Merger. The time at which the Merger becomes effective is referred to in this Agreement as the "Effective Time." 

SECTION 1.04 Efects of the Merger. The Merger shall have the effects set forth in Section 259 of the DGCL. 

~ 

SECTION 1.05 Certificate of Zncorporation and By-laws. (a) The Restated Certificate of Incorporation of the Company shall be amended a 
Effective Time to read in the form of Exhibit A and, as so amended, such Restated Certificate of Incorporation shall be the Restated 

kt i f icate  of Incorporation of the Surviving Corporation until thereafter changed or amended as provided therein or by applicable law. 

(b) The By-laws of Sub as in effect immediately prior to the Effective Time shall be the Bylaws of the Surviving Corporation until 
bereafter changed or amended as provided therein or by applicable law. I. 

SECTION 1.06 Directors. (a) The directors of Sub immediately prior to the Effective Time shall be the directors of the Surviving 
2orporation until the earlier of their resignation or removal or until their respective successors are duly elected and qualified, as the case may 

I x. 
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(b) Guarantor shall take all necessary action to cause J. James Barr to be elected as a director, as of the Effective Time, of Thames Water Pic 

(c) Guarantor shall take all necessary action to cause Marilyn Ware to be elected as a member, as of the Effective Time, of the Thames 
I er International Advisory Council. 

SECTION 1.07 Officers. The officers of the Company immediately prior to the Effective Time shall be the officers of the Surviving 
Curporation until the earlier of their resignation or removal or until their respective successors are duly elected and qualified, as the case may 
#e. 

ARTICLE I1 

~ Conversion of Securities 

SECTION 2.01 Conversion of Capital Srock. At the Effective Time, by virtue of the Merger and without any action on the part of the 
der of any shares of capital stock of the Company or Sub: (a)Capital Stock of Sub. Each issued and outstanding share of common stock of 

'sub shall be converted into and become one fully paid and nonassessable share of common stock, per value $1 .OO per share, of the Surviving 
avora t ion .  

(b) Cancelation of Treasury Stock and Parent-Owned Stock. Each share of Company Common Stock that is owned by the Company, as 
&easury stock, or by Parent or Sub immediately prior to the Effective Time shall automatically be canceled and shall cease to exist and no 
masideration shall be delivered or deliverable in exchange therefor. 

0 (e) Conversion of Company Common Stock. Each share of Company Common Stock issued and outstanding immediately prior to the 
Effective Time (other than shares to be canceled in accordance with Section 2.01(b) and the Appraisal Shares) shall be converted into the right 

receive $46.00 in cash without interest (the "Merger Consideration"). At the Effective Time all such shares shall no longer be outstanding 
md shall automatically be canceled and shall cease to exist, and each holder of a certificate that immediately prior to the Effective Time 
-resented any such shares (a "Certificate") shall cease to have any rights with respect thereto, except the right to receive the Merger 
Consideration and any dividends declared and unpaid thereon payable to holders of record thereof as of a record date preceding the Effective 
T i e .  Following the Effective Time, upon surrender of Certificates in 0 

A-5 

~ z ~ o r d a n c e  with Section 2.02, the Surviving Corporation shall pay to the holders of Certificates as of the Effective Time any unpaid dividends 
lared in respect of the Company Common Stock with a record date prior to the Effective Time and which remain unpaid at the Effective 

&ne, including the "stub period" dividend referred to in Section 4.01 (a)(i)(x)(C). 

(d) Appraisal Rights. Notwithstanding anything in this Agreement to the contrary, shares (the "Appraisal Shares") of Company Common 
outstanding immediately prior to the Effective Time that are held by any holder who is entitled to demand and properly 

a1 of such shares pursuant to, and who complies in all respects with, the provisions of Section 262 of the DGCL 
shall not be converted into the right to receive the Merger Consideration as provided in Section 2.01(c), but instead such holder 
to payment of the fair value of such shares in accordance with the provisions of Section 262. At the Effective Time, all 
shall no longer be outstanding and shall automatically be canceled and shall cease to exist, and each holder of Appraisal 

e to have any rights with respect thereto, except the right to receive the fair value of such shares in accordance with the 
ction 262. Notwithstanding the foregoing, if any such holder shall fail to perfect or otherwise shall waive, withdraw or lose the 

h z t  to appraisal under Section 262 or a court of competent jurisdiction shall determine that such holder is not entitled to the relief provided by 
on 262, then the right of such holder to be paid the fair value of such holder's Appraisal Shares under Section 262 shall cease and each 
Appraisal Share shall be deemed to have been converted at the Effective Time into, and shall have become, the right to receive the Merger 

sideration as provided in Section 2.01(c). The Company shall serve prompt notice to Parent of any demands for appraisal of any shares of 
y Common Stock, and Parent shall have the right to participate in and direct all negotiations and proceedings with respect to such 
s. Prior to the Effective Time, the Company shall not, without the prior written consent of Parent, make any payment with respect to, or 
offer to settle, any such demands, or agree to do any of the foregoing. 

SECTION 2.02 Exchange of Certificates. (a) Paying Agent. Prior to the Effective Time, Parent shall designate a bank or trust company 
nzsonably acceptable to the Company to act as agent for the payment of the Merger Consideration upon surrender of Certificates (the "Paying 
Agent"). Parent shall take all steps necessary to enable, and shall cause, the Surviving Corporation to provide to the Paying Agent immediately 
following the Effective Time all the cash necessary to pay for the shares of Company Common Stock converted into the right to receive the 

erger Consideration pursuant to Section 2.01(c), plus any amounts payable in respect of unpaid dividends declared in respect of the Company 
I 
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Common Stock with a record date prior to the Effective Time and which remain unpaid at the Effective Time, including the "stub period" 
dividend referred to in Section il.Ol(a)(i)(x)(C) (such cash being hereinafter referred to as the "Exchange Fund"). 

(b) Exchange Procedure. As soon as reasonably practicable after the Effective Time, the Paying Agent shall mail to each holder of record of 
a Certificate (i) a form of letter of transmittal (which shall specify that delivery shall be effected, and risk of loss and title to the Certificates 
held by such person shall pass, only upon proper delivery of the Certificates to the Paying Agent and shall be in customary form and have such 
other provisions as Parent may reasonably specify) and (ii) instructions for use in effecting the surrender of the Certificates in exchange for the 
Merger Consideration. Upon surrender of a Certificate for cancelation to the Paying Agent or to such other agent or agents as may be appointed 
by Parent, together with such letter of transmittal, duly completed and validly executed, and such other documents as may reasonably be 
required by the Paying Agent, the holder of such Certificate shall be entitled to receive in exchange therefor the amount of cash payable in 
respect of the shares formerly represented by such Certificate pursuant to Section 2.01(c), and the Certificate so surrendered shall forthwith be 
canceled. In the event of a transfer of ownership of Company Common Stock that is not registered in the stock transfer books of the Company, 

0 the proper amount of cash may be paid in exchange therefor to a person other than the person in whose name the Certificate so 

surrendered is registered, if such Certificate shall be properly endorsed or otherwise be in proper form for transfer, and the person requesting 
wch payment shall pay any transfer or other taxes required by reason of the payment to a person other than the registered holder of such 
Certificate or establish to the satisfaction of Parent that such tax has been paid or is not applicable. No interest shall be paid or shall accrue on 
the cash payable upon surrender of any Certificate. 

(c )  No Further Ownership Rights in Company Common Stock. AI1 cash paid upon the surrender of a Certificate in accordance with the terms 

formerly represented by such Certificate. At the close of business on the day on which the Effective Time occurs the stock transfer books of the 
Company shall be closed, and there shall be no further registration of transfers on the stock transfer books of the Surviving Corporation of the 
&bares of Company Common Stock that were outstanding, immediately prior to the Effective Time. If, after the Effective Time, Certificates are 
presented to the Surviving Corporation or the Paying Agent for transfer or any other reason, they shall be canceled and exchanged as provided 
in this Article 11. 

(d) Termination of Exchange Fund Any portion of the Exchange Fund that remains undistributed to the holders of Company Common Stock 
for one year after the Effective Time shall be delivered to the Surviving Corporation, upon demand, and any holder of Company Common 
Stock who has not theretofore complied with this Article 11, shall thereafter look only to the Surviving Corporation for payment of its claim for 
Merger Consideration. 

ofthis Article I1 shall be deemed to have been paid in full satisfaction of all rights pertaining to the shares of Company Common Stock 

(e) No Liability. None of Parent, the Surviving Corporation or the Paying Agent shall be liable to any person in respect of any cash delivered 
a public official pursuant to any applicable abandoned property, escheat, or similar law. If any Certificates shall not have been surrendered 

prior to three years after the Effective Time (or immediately prior to such earlier date on which any Merger Consideration would otherwise 
exheat to or became the property of any Governmental Entity (as defined in Section 3.01(d))), any such Merger Consideration in respect 

ereof shall, to the extent permitted by applicable law, become the property of the Surviving Corporation, free and clear of all claims or 
iiaterest of any person previously entitled thereto. 

(0 Investment of Exchange Fund. The Paying Agent shall invest any cash included in the Exchange Fund, as directed by Parent, on a daily 
basis; provided, however, that such investments shall be in (i) obligations of or guaranteed by the United States of America and backed by the 
a1 faith and credit ofthe United States of America (ii) commercial paper obligations rated AI or P-1 or better by Moody's Investors 
Service, Inc. or Standard & Poor's Corporation, respectively (iii) certificates of deposit maturing not more than 180 days after the date of 
parchase issued by a bank organized under the laws of the United States or any state thereof having a combined capital and surplus of at least 
~500,000,000 or (iv) a money market fund having assets of at least $3,000,000,000. Any interest and other income resulting from such 
investments shall be paid to Parent. 

0 
(g) Lost Certificates. If any Certificate shall have been lost, stolen, defaced or destroyed, upon the making of an affidavit of that fact by the 

on claiming such Certificate to be lost, stolen, defaced or destroyed and, if required by the Surviving Corporation, the posting by such 
on of a bond in such reasonable amount as the Surviving Corporation may direct as indemnity against any claim that may be made against 

B with respect to such Certificate, the Paying Agent shall pay in respect of such lost, stolen, defaced or destroyed Certificate the Merger 
Consideration. 

a 
h) Withholding Rights. Parent, the Surviving Corporation or the Paying Agent shall be entitled to deduct and withhold any applicable taxes 

the consideration otherwise payable pursuant to this Agreement to any holder of shares of Company Common Stock. 

SECTION 2.03 Redemption of Preferred Stock and Preference Stock. On or prior to the date on which the Effective Time occurs, but in an 
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e 
d e e m  (the "Stock Redemption") (i) each issued and outstanding share of its Cumulative Preferred Stock, 5% Series, par value $25.00 per 

"Company 5% Cumulative Preferred Stock"), for a redemption price of $25.25 per share plus an amount equal to full cumulative 
thereon (as defined in Section 6 ("Section 6") of Division A of Article Fourth of the Restated Certificate of Incorporation of the 
, as amended to the date of this Agreement) to the redemption date (as defined in Section 6) and (ii) each issued and outstanding share 
Cumulative Preference Stock, par value $25.00 per share (the "Company 5% Cumulative Preference Stock" and, together with the 
5% Cumulative Preferred Stock and the Company Common Stock, the "Company Capital Stock"), for a redemption price of $25.00 

plus an amount equal to full cumulative dividends thereon (as defined in Section 5 ("Section 5") of Division B of Article Fourth of 
ted Certificate of Incorporation of the Company, as amended to the date of this Agreement) to the redemption date (as defined in 

(the redemption price for the Company 5% Cumulative Preferred Stock and the Company 5% Cumulative Preference Stock being 
&erred to as the "Redemption Price"). 

a ARTICLE I11 

Representations and Warranties 

SECTION 3.01 Representations and Warranties of the Company The Company represents and warrants to Parent and Sub as follows: (a) 
ation, Standing and Power. Each of the Company and each of its subsidiaries (as defined in Section 8.03) (i) is duly organized, validly 
and in good standing under the laws of the jurisdiction of its organization, (ii) has all requisite corporate power and authority to carry 

its business as now being conducted and (iii) except as set forth in Section 3.01(a) of the disclosure schedule delivered by the Company to 
nt prior to the execution of this Agreement (the "Company Disclosure Schedule"), is duly qualified or licensed to do business and is in 

tanding to do business in each jurisdiction in which the nature of its business or the ownership, leasing or operation of its properties 
such qualification or licensing necessary, other than where the failure to be SO qualified or licensed or in good standing individually or in 
regate would not reasonably be expected to have a material adverse effect (as defined in Section 8.03). The Company has made 
le to Parent and its representatives true and complete copies of (A) the Restated Certificate of Incorporation and Bylaws of the 

O M p a n y  by reference to the Filed SEC Documents (as defined in Section 3.01(e)), in each case as amended to the date of this Agreement and 
minutes of all meetings of the stockholders, the Board of Directors and each committee of the Board of Directors of the Company since 
1998. 

e 

{b) Subsidiaries. Section 3.01(b)(i) of the Company Disclosure Schedule contains a true and complete list of each Significant Subsidiary (as 
in Section 8.03) of the Company as of the date of this Agreement, including its jurisdiction of organization, the Company's interest 

description of the principal line or lines of business conducted by each such Significant Subsidiary. Except as set forth in 
of the Company Disclosure Schedule, all the issued and outstanding shares of capital stock of, or other equity or voting 

subsidiary of the Company as of the date of this Agreement are owned by the Company, by another wholly owned subsidiary 
or by the Company and another wholly owned subsidiary of the Company, free and clear of all material pledges, claims, liens, 
rances and security interests of any kind or nature whatsoever (collectively, "Liens"), and are duly authorized, validly issued, 

assessable. Except for the capital stock of, or other equity or voting interests in, its subsidiaries and as set forth in 
of the Company Disclosure Schedule, as of the date of this Agreement, the Company does not own, directly or indirectly, 
f, or other equity or voting interests in, any corporation, partnership, joint venture, association, limited liability company or 

I A-8 

I 

(c) Capital Structure. The authorized capital stock of the Company consists of(i) 300,000,000 shares of Company Common Stock, 
@) I,770,000 shares of Cumulative Preferred Stock, par value $25.00 per share (the "Company Cumulative Preferred Stock"), of which 

77 shares have been designated as Company 5% Cumulative Preferred Stock, (iii) 750,000 shares of Cumulative Preference Stock, par 
$25.00 per share (the "Company Cumulative Preference Stock"), of which 365,158 shares have been designated as Company 5% 

reference Stock and (iv) 3,000,000 shares of Cumulative Preferential Stock, par value $35.00 per share (the "Company 
ulative Preferential Stock"). As of the close of business on September 10,2001, (1) 99,817,628 shares of Company Common Stock 
uding shares held by the Company as treasury shares) were issued and outstanding, (2) 63,693 shares of Company Common Stock were 
by the Company as treasury shares, (3) 2,232,100 shares of Company Common Stock were reserved for issuance pursuant to the 

0 Stock Award and Incentive Plan and the Company's LongTenn Performance-Based Incentive Plan (such plans, collectively, 
Stock Plans"), of which 905,751 shares were subject to outstanding Company Stock Options (as defined below), (4) the 
ber of shares of Company Common Stock were reserved (or registered with the SEC (as defined in Section 3.01(d)) for issuance 

1. 
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pursuant to each of the following Company Benefit Plans (as defined below): 876,125 shares under the Savings Plan For Employees of 
American Water Works Company, Inc. and its Designated Subsidiaries, 942,157 shares under the Employees' Stock Ownership Plan of 
American Water Works Company, Inc. and its Designated Subsidiaries, 50,000 shares under the Company's Deferred Compensation Plan, 
10,000 shares under the Company's Director Deferred Compensation Plan and 1,755,049 shares under the Company's Dividend Reinvestment 
m d  Stock Purchase Plan (collectively, the "Other Company Stock Plans"), (5) 80,865,863 shares of Company Common Stock were reserved 
$or issuance in connection with the rights (the "Company Rights") issued pursuant to the Rights Agreement dated as of February 18, 1999, as 

e mended as of June 1,2000 (as amended from time to time (the "Company Rights Agreement")), between the Company and BankBoston N.A. 
resently known as Fleet National Bank), as Rights Agent, (6 )  101,777 shares of Company 5% Cumulative Preferred Stock were issued and 

outstanding, (7) 365,158 shares of Company 5% Cumulative Preference Stock were issued and outstanding, (8) no shares of Company 
Cumulative Preferred Stock (other than the Company 5% Cumulative Preferred Stock) were issued and outstanding, (9) no shares of Company 
Cumulative Preference Stock (other than the Company 5% Cumulative Preference Stock) were issued and outstanding and (10) no shares of 

y Cumulative Preferential Stock were issued and outstanding. There are no outstanding stock appreciation rights or other rights that are 
o the price of Company Common Stock granted under any Company Stock Plan whether or not granted in tandem with a related 

Company Stock Option (as defined below). No shares of Company Capital Stock are owned by any subsidiary of the Company. As of the close 
ofbusiness on September 10,2001, there were outstanding options to purchase Company Common Stock granted under the Company Stock 
Hans (collectively, the "Company Stock Options") to purchase 905,751 shares of Company Common Stock with exercise prices on a per share 
%asis lower than the Merger Consideration, and the weighted average exercise price of such Company Stock Options was equal to $23.65. 
Except as set forth above, as of the close of business on September 10,2001, no shares of capital stock of, or other equity or voting interests in, 

During the period from September 10,2001 to the date of this Agreement, (x) there have been no issuances by the Company of shares of 

~0 

0 

e Company, or options, warrants or other rights to acquire any such stock or securities, were issued, reserved for issuance or outstanding. 

capital stock of, or other equity or voting interests in, the Company other than issuances of shares of Company Common Stock pursuant to the 
mercise of Company Stock Options outstanding on such date in accordance with their terms as in effect on the date of this Agreement and 

ere have been no issuances by the Company of options, warrants or other rights to acquire shares of capital stock or other equity or voting 
rests from the Company. All outstanding shares of capital stock of the Company are, and all shares that may be issued pursuant to the 

Company Stock Plans and Other Company Stock Plans will be, when issued in accordance with the terms thereof, duly authorized, validly 
issued, hl ly  paid and nonassessable and not subject to preemptive rights. There 

A-9 

0 am no bonds, debentures, notes or other indebtedness of the Company or any of its subsidiaries, and, except as set forth above, no securities or 
h e r  instruments or obligations of the Company or any of its subsidiaries the value of which is in any way based upon or derived from any 
azapital or voting stock of the Company, having in any such case at any time (whether actual or contingent) the right to vote (or convertible into 
wi exchangeable for, securities having the right to vote) on any matters on which stockholders of the Company or any of its subsidiaries may 
vote. Except as set forth above and except as specifically permitted under Section 4.01(a) (including as set forth in Section 4.Ol(a)(ii) of the 
Company Disclosure Schedule), there are no Contracts (as defined in Section 3.01(d)) of any kind to which the Company or any of its 
sabsidiaries is a party or by which the Company or any of its subsidiaries is bound obligating the Company or any of its subsidiaries to issue, 

sell, or cause to be issued, delivered or sold, additional shares of capital stock of, or other equity or voting interests in, or securities 
convertible into, or exchangeable or exercisable for, shares of capital stock of, or other equity or voting interests in, the Company or any of its 

Contract. Except for the Stock Redemption and the redemption terms of any preferred stock of any of the Company's subsidiaries and 
itted by Section 4.Ol(a)(i)(y), there are not any outstanding contractual obligations of the Company or any of its subsidiaries to 

diaries or obligating the Company or any of its subsidiaries to issue, grant, extend or enter into any such security, option, warrant, call, 

{l) repurchase, redeem or otherwise acquire any shares of capital stock of, or other equity or voting interests in, the Company or any of its 
0 athidiaries as of the date of this Agreement or (11) vote or dispose of any shares of the capital stock of, or other equity or voting interests in, 

my of the Company's subsidiaries as of the date of this Agreement. The copy of the Company Rights Agreement on file with the SEC (as 
defined in Section 3.01(d)) as an exhibit to the Form %A Registration Statement of the Company filed with the SEC on March 1, 1999, as 
mended by the amendment thereto on file with the SEC as an exhibit to the Form 8A Registration Statement of the Company filed on June 1, 
2000, is complete and correct. 

(d) Authority; Nomoatravention. (i) The Company has the requisite corporate power and authority to execute and deliver this Agreement 

mnsummate the transactions contemplated hereby. The execution and delivery of this Agreement by the Company and the consummation by 
Company of the transactions contemplated hereby have been duly authorized by all necessary corporate action on the part of the Company 
no other corporate proceedings on the part of the Company are necessary to approve this Agreement or the Company Voting Agreement or 
onsummate the transactions contemplated hereby or thereby subject, in the case of the consummation of the Merger, to obtaining the 

,Stockholder Approval (assuming consummation of the Stock Redemption). This Agreement has been duly executed and delivered by the 

md, subject to the Stockholder Approval (as defined in Section 3.01(n)) and the Company Required Consents (as defined below), to 

constitutes a valid and binding obligation of the Company, enforceable against the Company in accordance with its terms. The 
tors of the Company, at a meeting duly called and held at which all directors of the Company were present, duly and 

0 
adopted resolutions (A) approving the Stock Redemption and the Company Voting Agreement and approving and declaring 

advisable this Agreement, the Merger and the other transactions contemplated hereby, (B) directing that this Agreement be submitted to a vote 

ofwhether the Merger is in the best interests of the Company's stockholders, the Board of Directors of the Company has complied with the 
a meeting of the Company's stockholders and (C) recommending that the Company's stockholders adopt this Agreement. In its determination 
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provisions of Article Tenth of the Restated Certificate of Incorporation of the Company. The execution and delivery of this Agreement and the 
Company Voting Agreement and the consummation of the transactions contemplated hereby and thereby and compliance with the provisions 
hereof and thereof do not and will not conflict with, or result in any violation or breach of, or default (with or without notice or lapse of time, o 
both) under, or give rise to a right of, or result in, termination, cancelation or acceleration of any obligation or to loss of a material benefit 
under, or result in the creation of any Lien in or upon any of the properties or assets of the Company or any of its subsidiaries under, or give 
rise to any increased, additional, accelerated or 

0 .  

0 
A-1 0 

0 guaranteed rights or entitlements under, any provision of (x) the Restated Certificate of Incorporation or Bylaws of the Company or the 
certificate of incorporation or by-laws (or similar organizational documents) of any of its subsidiaries, (y) subject to obtaining the third party 
consents set forth in Section 3.01(d) of the Company Disclosure Schedule, any loan or credit agreement, bond, debenture, note, mortgage, 
indenture, guarantee, lease or other contract, agreement, instrument, arrangement or understanding, whether oral or written (each, including all 
amendments thereto, a "Contract"), to which the Company or any of its subsidiaries is a party or any of their respective properties or assets is 
"subject or (z) subject to obtaining the Company Required Consents and the receipt of the Stockholder Approval and the other matters referred 
to in the following sentence, any (A) statute, law, ordinance, rule or regulation applicable to the Company or any of its subsidiaries or their 

0 Respective properties or assets ("Applicable Law"), (B)judgment, order or decree applicable to the Company or any of its subsidiaries or their 
respective properties or assets ("Judgment"), or (C) Permit (as defined in Section 3.01(h)) other than, in the case of clauses (y) and (z), any suc 
conflicts, violations, breaches, defaults, rights, losses, Liens or entitlements that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect. No consent, approval, order or authorization of, registration, declaration or filing with, or notice to, 
my domestic or foreign (whether national, federal, state, provincial, local or otherwise) government or any court, administrative agency or 
commission or other governmental or regulatory authority or agency (including a state public utility commission, state public service 
commission or similar state regulatory body (each, a "PUC")) (each a "Governmental Entity"), is required by or with respect to the Company 01 
any of its subsidiaries in connection with (I) the execution and delivery of this Agreement by the Company (11) the execution and delivery of 
the Company Voting Agreement or (111) the consummation of the transactions contemplated hereby and thereby or compliance with the 
provisions hereof and thereof, except for (1) the filing of a premerger notification and report form by the Company under the Hadcot t -  
Rodino Antitrust Improvements Act of 1976, as amended (the "HSR Act"), and the receipt, termination or expiration, as applicable, of such 
ather approvals or waiting periods required under any other applicable competition, merger control, antitrust or similar law or regulation, 
including, if the Company has completed its acquisition of Azurix North America Corp. and Azurix Industrials Corp. prior to the Closing, the 

0 competition, merger control, antitrust or similar laws or regulations of Canada or the Investment Canada Act, if applicable ( 2 )  the filing with 
&e Securities and Exchange Commission (the "SEC") of a proxy statement relating to the adoption by the Company's stockholders of this 
Agreement (as amended or supplemented from time to time, the "Proxy Statement") and such reports under the Securities Exchange Act of 
91934, as amended (the "Exchange Act"), as may be required in connection with this Agreement, the Company Voting Agreement, the Merger 
m d  the other transactions contemplated hereby and thereby, (3) the filing of the Certificate of Merger with the Secretary of State of the State of 
Delaware and appropriate documents with the relevant authorities of other states in which the Company or any of its subsidiaries is qualified to 
do business, (4) any filings required under the rules and regulations of the New York Stock Exchange ("NYSE"), (5) such consents, approvals, 

0 orders, authorizations, registrations, declarations, filings and notices required under Applicable Laws and Judgments of any PUC, (6) such 
consents, approvals, orders, authorizations, registrations, declarations, filings and notices required under Applicable Laws and Judgments of 
my state departments of public health or departments of health or similar state regulatory bodies or of any federal or state regulatory body 
'teaving jurisdiction over environmental protection or environmental conservation or similar matters (collectively, "Health Agencies"), (7) such 
consents, approvals, orders, authorizations, registrations, declarations, filings and notices required to be obtained from or made to any n0nU.S. 
Governmental Entity due solely to the identity or involvement of Guarantor, Parent, Sub or any of their respective subsidiaries and (8) such 
&her consents, approvals, orders, authorizations, registrations, declarations, filings and notices the failure of which to be obtained or made 
kdividually or in the aggregate would not reasonably be expected to have a material adverse effect. Consents, approvals, orders, authorizations 
wistrations, declarations, filings and notices (x) described (i) in the foregoing clause (5) that are required to be obtained or made by the 

mpany or any of its subsidiaries and (ii) in the foregoing clause (6) the 

A-1 1 

0 

-&lure of which to obtain or make would reasonably be expected to have a material adverse effect or (y) of any Governmental Entity that 
would not be required to be obtained or made by the Company or any of its subsidiaries but for an acquisition of a business or asset by the 
Company or any of its subsidiaries that is consummated after the date of this Agreement the failure of which to obtain or make would 
reasonably be expected to have a material adverse effect are hereinafter referred to as the "Company Required Consents." 

I 
0 

(ii) The Company and the Board of Directors of the Company have taken all action necessary to (A) render the Company Rights 
inapplicable to the execution, delivery and performance of this Agreement and the Company Voting Agreement and to the 
consummation of the Merger and any acquisition of Company Common Stock contemplated by Section 4.03(b) and (B) ensure that 
(x) neither Parent nor any of its affiliates or associates is or will become an "Acquiring Person" (as defined in the Company Rights 

I 
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0 

0 

Agreement) by reason of the execution, delivery and performance of this Agreement or the Company Voting Agreement or by reason o 
the consummation of the Merger or any acquisition of Company Common Stock contemplated by Section 4.03(b), (y) neither a 
"Distribution Date" nor a "Triggering Event" (each as defined in the Company Rights Agreement) shall occur by reason of the 
execution, delivery and performance of this Agreement or the Company Voting Agreement or by reason of the consummation of the 
Merger or any acquisition of Company Common Stock contemplated by Section 4.03(b) and (z) except as set forth in Section 3.01(d) 
(ii) of the Company Disclosure Schedule, the Company Rights shall terminate or be redeemed prior to the Effective Time. 

i (e) SEC Doczrments. The Company has filed with the SEC all forms, reports, schedules, statements and other documents required to be filed 
with the SEC by the Company since January 1,2000 (together with all information incorporated therein by reference, the "SEC Documents"). 
Except as set forth in Section 3.01(e) of the Company Disclosure Schedule, no subsidiary of the Company is required to file any form, report, 
schedule, statement or other document with the SEC. As of their respective dates, the SEC Documents complied in all material respects with 
&e requirements of the Securities Act of 1933 (the "Securities Act") or the Exchange Act, as the case may be, and the rules and regulations of 

0 the SEC promulgated thereunder applicable to such SEC Documents, and none of the SEC Documents at the time they were filed contained 
;;any untrue statement of a material fact or omitted to state a material fact required to be stated therein or necessary in order to make the 
statements therein, in light of the circumstances under which they were made, not misleading. Except to the extent that information contained 
in any SEC Document filed and publicly available prior to the date of this Agreement (a "Filed SEC Document") has been revised or 
superseded by a later filed Filed SEC Document, none of the SEC Documents contains any untrue statement of a material fact or omits to state 
amaterial fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which they 
were made, not misleading. The financial statements (including the related notes) included in the SEC Documents comply as to form in all 
material respects with applicable accounting requirements and the published rules and regulations of the SEC with respect thereto, have been 
prepared in accordance with generally accepted accounting principles in the United States ("GAAP") (except, in the case of unaudited 
statements, as permitted by Form 1CrQ of the SEC) applied on a consistent basis during the periods involved (except as may be indicated in the 
nates thereto) and fairly present in all material respects the consolidated financial position of the Company and its consolidated subsidiaries as 
of the dates thereof and their consolidated results of operations and cash flows for the periods then ended (subject, in the case of unaudited 
statements, to normal, recurring year-end audit adjustments). 

0 
(0 Absence of Certain Changes or Events. Since December 3 1,2000, the Company and its subsidiaries have conducted their respective 

Ebusiesses only in the ordinary course consistent with past practice and other than as set forth in the Filed SEC Documents, there has not been 
0 prior to the date of this Agreement, any state of facts, change, development, effect, condition or occurrence that 

A-12 
0 

individually or in the aggregate constitutes, has had, or would reasonably be expected to have, a material adverse effect, (ii) prior to the date of 
ahis Agreement, any declaration, setting aside or payment of any dividend on, or other distribution (whether in cash, stock or property) in 
mpect of, any of the Company's or any of its subsidiaries' capital stock or other equity or voting interests, except for dividends by a wholly 

.owned subsidiary of the Company to its shareholders and except for the regular quarterly cash dividend with respect to (w) preferred stock of 
Company's subsidiaries, in accordance with the terms thereof, (x) the Company Common Stock in the amount of $0.235 per share, in 
ordance with the Company's past dividend policy, (y) the Company 5% Cumulative Preferred Stock in the amount of $0.3 125 per share, in 

accordance with the terms thereof, and (z) the Company 5% Cumulative Preference Stock in the amount of $0.3 125 per share, in accordance 
with the terms thereof, (iii) prior to the date of this Agreement, any purchase, redemption or other acquisition of any shares of capital stock of, 
+or other equity or voting interests in, the Company or any options, warrants, calls or rights to acquire such shares or other interests, (iv) prior to 
the date ofthis Agreement, any split, combination or reclassification of any of the Company's capital stock or other equity or voting interests o 

.my issuance or the authorization of any issuance of any other securities in respect of, in lieu of or in substitution for shares of capital stock of, 
or other equity or voting interests in, the Company, (v) prior to the date of this Agreement, any material unfunded liability incurred as a result 
o f m y  entry by the Company or any of its subsidiaries into, or any amendment of, any Company Benefit Plan (as defined in Section 3.01(k)), 
[vi? prior to the date ofthis Agreement, any change in financial or tax accounting methods, principles or practices by the Company or any of its 
subsidiaries, except insofar as may have been required by a change in GAAP or Applicable Law, (vii) except as set forth in Section 3.01(f) 
{vii) of the Company Disclosure Schedule, prior to the date of this Agreement, any material election with respect to taxes by the Company or 

of its subsidiaries or any settlement or compromise of any material tax liability or refund or (viii) prior to the date of this Agreement, any 
luation by the Company or any of its subsidiaries of any of the material assets of the Company or any of its subsidiaries. 

(g) Litigation. Except as set forth in the Filed SEC Documents and except as set forth in Section 3.01(g) of the Company Disclosure 
Schedule, there is no suit, claim, action or proceeding pending or, to the knowledge of the Company, threatened against the Company or any of 

subsidiaries or any of their respective assets that individually or in the aggregate would reasonably be expected to have a material adverse 
effect, nor is there any Judgment of any Governmental Entity or arbitrator outstanding against, or, to the knowledge of the Company, 

.mvestigation, notice of violation, order of forfeiture or complaint by any Governmental Entity against, the Company or any of its subsidiaries 
individually or in the aggregate would reasonably be expected to have a material adverse effect. 

(h) Compliance with Laws. Except as set forth in Section 3.01(h) of the Company Disclosure Schedule, and except with respect to 
~ 

Environmental Laws (as defined in Section 3.016)), the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), and taxes 
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which are the subject of Sections 3.01(j), 3.01(k) and 3.01(1), respectively, or as set forth in the Filed SEC Documents, the Company and its 
subsidiaries are in compliance with all Applicable Laws and Judgments of any Governmental Entity applicable to their businesses or 
operations, except for instances of noncompliance that individually or in the aggregate would not reasonably be expected to have a material 
adverse effect. Neither the Company nor any of its subsidiaries has received, since January 1,2001, a written notice or other written 
communication alleging a possible violation by the Company or any of its subsidiaries of any Applicable Law or Judgment of any 

~ Governmental Entity applicable to its businesses or operations, except for written notices or other written communications alleging possible 
' owidations that individually or in the aggregate would not reasonably be expected to have a material adverse effect. The Company and its 

subsidiaries have in effect all material permits, licenses, variances, exemptions, authorizations, franchises, orders and approvals of all I Governmental Entities (collectively, "Permits"), necessary or advisable for them to own, lease or operate their properties and assets and to 

I 

A-1 3 

carry on their businesses as now conducted, except for those which the failure to obtain individually or in the aggregate would not reasonably 
be expected to have a material adverse effect. Neither the Company nor any of its subsidiaries is in violation of, default (with or without notice 
a~ lapse of time or both) under, or event giving to any other person any right of termination, amendment or cancelation of, with or without 
notice or lapse of time or both, any Permit of the Company or any of its subsidiaries, except for any such violations, defaults or events that 

ividually or in the aggregate would not reasonably be expected to have a material adverse effect. 

(i) [Intentionally omitted]. 

(j) Environmental Matters. Except as disclosed in the SEC Documents and as set forth in Section 3.01(j) of the Company Disclosure 
ScheduIe, and except for such matters that individually or in the aggregate would not reasonably be expected to have a material adverse effect: 

the Company and its subsidiaries possesses all Environmental Permits (as defined below) necessary to conduct its businesses and 
s; (ii) each of the Company and its subsidiaries is in compliance with all applicable Environmental Laws and all applicable 
ental Permits, and none of the Company or its subsidiaries has received any written communication from any Governmental Entity o 
on that alleges that the Company or any of its subsidiaries has violated or is liable under any Environmental Law or Environmental 
ii) there are no Environmental Claims (as defined below) pending or, to the knowledge of the Company, threatened in writing 

against the Company or any of its subsidiaries or (B) against any person whose liability for any such Environmental Claim the Company o 
of its subsidiaries has retained or assumed, either contractually or by operation of law; and (iv) to the knowledge of the Company, there 

0have been no Releases (as defined below) of any Hazardous Materials (as defined below) that would reasonably be expected to form the basis 
ofany Environmental Claim or any liability under any Environmental Law or Environmental Permit. 

For the purposes of this Agreement: (A) "Environmental Claims" means any and all administrative, regulatory or judicial actions, orders, 
ees, suits, demands, demand letters, directives, claims, liens, investigations, proceedings or notices of noncompliance or violation by any 
emmental Entity or other person alleging liability arising out of, based on or related to (x) the presence, Release or threatened Release of, 

exposure to, any Hazardous Materials at any location, whether or not owned, operated, leased or managed by the Company or any of its 
, or (y) any other circumstances forming the basis of any violation or alleged violation of any Environmental Law or Environmenta 
"Environmental Laws" means all laws, rules, regulations, orders, decrees, common law, judgments or binding agreements issued, 

or entered into by or with any Governmental Entity relating to pollution or protection of the environment (including ambient air, 
water, groundwater, soils or subsurface strata) or to health and safety as affected by the exposure to Hazardous Materials, including 

s and regulations relating to the presence of, exposure to, Release of or threatened Release of Hazardous Materials or otherwise relating to 
generation, manufacture, processing, distribution, use, treatment, storage, recycling, transport, handling of, or the arrangement for such 
vities with respect to, Hazardous Materials; (C) "Environmental Permits" means all permits, licenses, certificates, registrations, waivers, 

exemptions and other authorizations required under applicable Environmental Laws; (D) "Hazardous Materials" means all hazardous, toxic, 
osive or radioactive substances, wastes or other pollutants, including (x) petroleum, petroleum distillates and all other hydrocarbons, 

or asbestos-containing material, and (y) all other substances or wastes of any nature prohibited, limited or regulated as harmful to or 
of or in order to protect the environment; and (E) "Release" means any release, spill, emission, leaking, dumping, injection, pouring, 
isposal, discharge, dispersal, leaching or migration into or through the environment (including ambient air, surface water, 

.groundwater, land surface or subsurface strata) or within any building, structure, facility or fixture. 

(k) ERISA Compliance. (i) Section 3.01(k)(i) of the Company Disclosure Schedule contains a true and complete list of any benefit, 
ployment, personal services, collective bargaining, compensation, 

A-14 

0 

~ 

change in control, severance, time-off or perquisite agreement, plan, policy or other similar arrangement, (A) covering one or more current or 
former employees or directors of, or current or former independent contractors with respect to, the Company or any of its subsidiaries (each, a 
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"Participant"), and maintained by the Company andor one or more of its subsidiaries or (B) with respect to which the Company and/or any of 
b subsidiaries has or would reasonably be expected to have any liability (collectively, "Company Benefit Plans"). The Company has provided 
or made available to Parent true and complete copies of (1) each Company Benefit Plan (or, in the case of any unwritten Company Benefit 
Hans, descriptions thereof), (2) the most recent annual report on Form 5500 required to be filed with the United States Internal Revenue 
?&vice (the "IRS") with respect to each Company Benefit Plan (if any such report was required), (3) the most recent summary plan description 
hr each Company Benefit Plan for which such summary plan description is required and (4) each trust agreement and group annuity contract 
da t ing  to any Company Benefit P1an;provided that any of the foregoing not provided to Parent as of the date of this Agreement shall be 

ered to Parent promptly but in no event later than 30 days following the date of this Agreement. Each Company Benefit Plan has been 
inistered in accordance with its terms, except where the failure so to be administered individually or in the aggregate would not reasonably 

ed to have a material adverse effect. The Company and its subsidiaries and all the Company Benefit Plans are in compliance with all 
e provisions of ERISA and the Code, except for instances of possible noncompliance that individually or in the aggregate would not 
ly be expected to have a material adverse effect. Except as set forth in Section 3.01(k)(i) of the Company Disclosure Schedule, all 

0 Company Benefit Plans that are intended to be qualified under Section 401(a) of the Code have received favorable determination letters from 
&he IRS to the effect that such Company Benefit Plans are qualified and exempt from Federal income taxes under Sections 401(a) and 501(a), 
mpectively, of the Code, and no such determination letter has been revoked nor, to the knowledge of the Company, has revocation been 
threatened, and nothing has occurred since the date of such letter that would reasonably be expected to adversely affect its qualification. mere  
knot  pending or, to the knowledge of the Company, threatened any litigation relating to the Company Benefit Plans that individually or in the 

gregate would reasonably be expected to have a material adverse effect. 

(ii) Neither the Company nor any of its subsidiaries, nor any Company Benefit Plan which is subject to ERISA, has engaged in a 
"prohibited transaction" (as such term is defined in Section 406 of ERISA or Section 4975 of the Code) or any other breach of fiduciary 
responsibility that could subject the Company, any of its subsidiaries or any officer of the Company or any of its subsidiaries to the tax 
or penalty on prohibited transactions imposed by such Section 4975 or to any liability under Section 502(i) or 502(1) of ERISA, except 
for any such tax, penalty or liability that individually or in the aggregate would not reasonably be expected to have a material adverse 
effect. All contributions and premiums required to be made under the terms of any Company Benefit Plan as of the date hereof have 
been timely made or have been reflected on the most recent consolidated balance sheet filed or incorporated by reference in the Filed 
SEC Documents, except as, individually or in the aggregate, would reasonably be expected to have a material adverse effect. 

0 

0 

(iii) Except as, individually or in the aggregate, would not reasonably be expected to have a material adverse effect, the deduction of 
any amount payable pursuant to the terms of the Company Benefit Plans would not reasonably be expected to be subject to 
disallowance under Section 162(m) (before giving effect to Section 162(m)(4)(F)) of the Code for taxable years of the Company ending 
prior to the date hereof. 0 

(iv) Section 3.0l(k)(iv) of the Company Disclosure Schedule contains a list of all Company Benefit Plans which, as a consequence of 
the consummation of the Merger, are reasonably expected to (x) entitle any Participant to severance pay andor (y) accelerate the time 
of payment or vesting or trigger any payment or funding (whether through a grantor trust or otherwise) of 

0 
A-1 5 

compensation or benefits under, increase the amount payable or trigger any other material obligation. 

(v) The Company has provided to Parent a true and complete copy of the Report (as hereinafter defined) given to the compensation 
committee of the board of directors of the Company containing the estimates of any payments andor benefits that would reasonably be 
expected to be received (whether in cash or property or the vesting of property) as a result of the Merger or any other transaction 
contemplated by this Agreement (including as a result of termination of employment on or following the Effective Time) by any 
Participant who is a "disqualified individual" (as such term is defined in proposed Treasury Regulation Section 1.280G-l) (each, a 
"Primary Company Executive") under any Company Benefit Plan (including any additional payment from the Company or any of its 
subsidiaries or any other person in the event that the excise tax under Section 4999 of the Code is imposed on such individual) that 
would reasonably be expected to be paid to the Primary Company Executives as a result of the Merger and the other transactions 
contemplated by this Agreement (including as a result of termination of employment on or following the Effective Time) under all 
Company Benefit Plans and (y) the "base amount" (as defined in Section 280G(b)(3) of the Code) for each Primary Company 
Executive, all as calculated and set forth in the report (dated August 1,2001) prepared by the compensation consultant retained by the 
Company (the "Report"). To the knowledge of the Company, the information provided to the compensation consultant that prepared the 
Report is accurate in all material respects. 

0 

0 

(1) Taxes. (i) Except as would not, individually or in the aggregate with respect to clause (i), (ii), (iii) or (iv), reasonably be expected to have 
amaterial adverse effect: (i) Each of the Company and each of its subsidiaries has filed (or caused to be filed) all tax returns required to be file 

it and all such returns are true, complete and correct, or requests for extensions to file such tax returns have been timely filed, granted and 
Lave not expired. Each of the Company and each of its subsidiaries has paid (or caused to be paid) all taxes shown as due on such tax returns, 
and the most recent financial statements contained in the Filed SEC Documents reflect an adequate reserve (in addition to any reserve for 
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I rred taxes established to reflect timing differences between book and tax income) of tax for all taxes payable by each of the Company and 

of its subsidiaries for all taxable periods and portions thereof accrued through the date of such financial statements. I 
(ii) Except as set forth in Section 3.01(l)(ii) of the Company Disclosure Schedule, no tax return of the Company or any of its 

subsidiaries is under audit or examination by any taxing authority, and no written notice of such an audit or examination has been 
received by the Company or any of its subsidiaries. There is no deficiency, refund litigation, written proposed adjustment or matter in 
controversy with respect to any taxes due and owing by the Company or any of its subsidiaries. Each deficiency resulting from any 
completed audit or examination relating to taxes by any taxing authority has been timely paid, except for such deficiencies being 
contested in good faith and for which adequate reserves are reflected on the books of the Company. The United States Federal income 
tax returns of the Company and each of its subsidiaries consolidated in such tax returns have been either examined by and settled with 
the IRS or closed by virtue of the applicable statute of limitations and no requests for waivers of the time to assess any such taxes are 
pending. 

0 

0 
I (iii) No liens for taxes (other than for current taxes not yet due and payable or for taxes being contested in good faith and for which 

adequate reserves are reflected on the books of the Company) exist with respect to any assets or properties of the Company or any of its 
subsidiaries. Neither the Company nor any of its subsidiaries is bound by any agreement with respect to the allocation, indemnification 
or sharing of taxes. 

0 A-I6 

(iv) Neither the Company nor any of its subsidiaries has constituted either a "distributing corporation" or a "controlled corporation" i 
a distribution of stock qualifying for tax-free treatment under Section 355 of the Code (x) in the two years prior to the date of this 
Agreement or (y) in a distribution which could otherwise constitute part of a "plan" or "series of related transactions" (within the 
meaning of Section 355(e) of the Code) in conjunction with the Merger. 

0 

(v) As used in this Agreement, (A) Yaxes" shall include (1) all forms of taxation, whenever created or imposed, and whether 
domestic or foreign, and whether imposed by a national, federal, state, provincial, local or other Governmental Entity, including all 
interest, penalties and additions imposed with respect to such amounts, (2) liability for the payment of any amounts of the type 
described in clause (1) as a result of being a member of an affiliated, consolidated, combined or unitary group and (3) liability for the 
payment of any amounts as a result of being party to any tax sharing agreement or as a result of any express or implied obligation to 
indemnify any other person with respect to the payment of any amount described in clause (1) or (2) and (B) "tax returns" shall mean a1 
domestic or foreign (whether national, federal, state, provincial, local or otherwise) returns, declarations, statements, reports, schedules, 
forms and information returns relating to taxes and any amended tax return. 

0 

(m) State Takeover Statutes. Assuming the accuracy of the representations and warranties set forth in Section 3.02(h), the approval by the 
Directors of the Company of this Agreement, the Company Voting Agreement and the Merger and any acquisition of Company 

on Stock contemplated by Section 4.03(b) constitutes approval of this Agreement, the Company Voting Agreement and the Merger and 
isition of Company Common Stock contemplated by Section 4.03(b) for purposes of Section 203 of the DGCL and such approval 
s the only action necessary to ensure that the restrictions contained in Section 203(a) of the DGCL do not and will not apply to the 
nce of this Agreement, to the consummation of the Merger in accordance with the provisions of this Agreement or any acquisition of 

y Common Stock contemplated by Section 4.03(b) or to the Company Voting Agreement. Assuming the accuracy of the 
tations and warranties set forth in Section 3.02(h), no other state takeover or similar statute or regulation (excluding, for the avoidance 

any Applicable Law which requires the Company Required Consents or the Parent Required Consents to be obtained) is applicable to 
ement, the Company Voting Agreement or the Merger or any acquisition of Company Common Stock contemplated by Section 4.03 

(a) Voting Requirements. The affirmative vote at the Stockholders Meeting (as defmed in Section 5.01(b)) or any adjournment or 
nement thereof of the holders of a majority of the votes represented by all the outstanding shares of Company Common Stock and 

% Cumulative Preferred Stock, voting together as a single class, with each share of Company Common Stock entitled to one vote 
are of Company 5% Cumulative Preferred Stock entitled to '/loth of a vote, in favor of adopting this Agreement (the "Stockholder 
is the only vote of the holders of any class or series of the Company's capital stock necessary to approve or adopt this Agreement or 

. The affirmative vote of the holders of the Company Capital Stock is not necessary to approve any other action required to be taken 
by this Agreement or the Company Voting Agreement (other than the consummation of the Merger). 

@) Regulation as a Utility. Except as set forth in Section 3.01(0) of the Company Disclosure Schedule, the Company is not subject to 
utility holding company, public utility or public service company (or similar designation) by any PUC. Section 3.01(0) of 

sure Schedule contains a true and complete list of each subsidiary of the Company that is subject to regulation as a public 
ice company (or similar designation) by any PUC, including the name of each such jurisdiction in which such subsidiary is 

ion. None of the Company or any of its subsidiaries is a "public utility company" or a "holding company" within the 
)(5) or 2(a)(7), respectively, of the Public Utility Holding Company 
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Act of 1935 (the "Holding Company Act") or a "subsidiary company" or an "affiliate" (within the meaning of Section 2(a)(8) or 2(a)( 1 l), 

Company Act. All filings required to be made by the Company or any of its subsidiaries since January 1,2000, under any Applicable Laws or 
Judgments relating to the regulation of public utilities or public service companies (or similarly designated companies), have been filed with 
the appropriate PUC, Health Agency or other appropriate Governmental Entity, as the case may be, including all forms, statements, reports, 
agreements (oral or written) and all documents, exhibits, amendments and supplements appertaining thereto, including but not limited to all 
sates, tariffs, franchises, service agreements and related documents and all such filings complied, as of their respective dates, with all applicable 
mquirements of all Applicable Laws or Judgments, except for such filings or such failures to comply that individually or in the aggregate 

respectively, of the Holding Company Act) of any holding company which is required to register as a holding company under the Holding 

0 would not reasonably be expected to have a material adverse effect. 

(p) Title to Properties. (i) Each of the Company and each of its subsidiaries owns or has valid and enforceable right to use under existing 
hnchises, water rights, easements or licenses, or valid and enforceable leasehold interests in, all of its properties, rights and assets necessary 
tfor the conduct of its respective business and operations as currently conducted, except where the failure to have such title, rights or interests 
individually or in the aggregate would not reasonably be expected to have a material adverse effect. All such properties, rights and assets, other 

properties, rights and assets in which the Company or any of its subsidiaries has a leasehold interest, are free and clear of all Liens, except 
h r  Liens relating to secured indebtedness or that individually or in the aggregate would not reasonably be expected to have a material adverse 
Hect .  

(q) Brokers. No broker, investment banker, financial advisor or other person, other than Goldman, Sachs & Co., the fees and expenses of 
which will be paid by the Company, is entitled to any broker's, finder's, financial advisor's or other similar fee or commission in connection 
with the transactions contemplated by this Agreement based upon arrangements made by or on behalf of the Company or any of its 
mbsidiaries. 

(r) Opinion of Financial Ahisor. The Company has received the written opinion of Goldman, Sachs & Co. to the effect that, as of the date o 
&is Agreement, the Merger Consideration is fair to the Company's stockholders from a financial point of view. 

( s )  Contracts. All material Contracts to which the Company or any of its subsidiaries is a party or any of their respective properties or assets 
b subject that are required to be filed as an exhibit to any Filed SEC Document have been filed as an exhibit to such Filed SEC Document 
{such filed Contracts, the "Filed Contracts"). All the Filed Contracts are valid and in full force and effect, except to the extent they have 
previously expired or terminated in accordance with their terms or they expire or terminate in compliance with the provisions of Section 4.01(a 
@)(C) and except for any invalidity or failure to be in full force and effect which would not reasonably be expected to have a material adverse 
sffect. None of the Company or any of its subsidiaries is in violation of or default (with or without notice or lapse of time or both) under, or has 
waived or failed to enforce any rights or benefits under, any Filed Contract, except for violations, defaults, waivers or failures to enforce rights 
or benefits that individually or in the aggregate would not reasonably be expected to have a material adverse effect. 

(t) Information Supplied. None of the information included or incorporated by reference in the Proxy Statement will, at the date the Proxy 
Statement is filed with the SEC or mailed to the Company's stockholders or at the time of the Stockholders Meeting, or at the time of any 
amendment or supplement thereof, contain any untrue statement of a material fact or omit to state any material fact required to be stated therein 
ar necessary in order to make the statements therein, in light of the circumstances under which they are made, not misleading, except that no 
representation or warranty is made by the Company with respect to statements made in the Proxy Statement based on information supplied by 

0 Guarantor, Parent or Sub specifically for inclusion or incorporation by reference therein. 

A-I 8 

'We Proxy Statement will comply as to form in all material respects with the requirements of the Exchange Act and the rules and regulations 
vomulgated thereunder. 

0 

SECTION 3.02 Representations and Warranties of Guarantor, Parent and Sub. Guarantor, Parent and Sub jointly and severally represent 
l 

1 
md warrant to the Company as follows: 

(a) Organization. Each of Guarantor and Parent is a company duly organized and validly existing under the laws of the Federal Republic of 
Germany. Sub is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware. Each of 
Guarantor, Parent and Sub (i) has all requisite corporate power and authority to cany on its business as now being conducted and (ii) is duly 

mthe  ownership, leasing or operation of its properties makes such qualification or licensing necessary, other than where the failure to be so 
alified or licensed to do business and is, if applicable, in good standing to do business in each jurisdiction in which the nature of its business 
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qialified or licensed or in good standing individually or in the aggregate would not reasonably be expected to prevent or materially impede or 

l delay the consummation of the Merger or the other transactions contemplated hereby. Guarantor owns 100% of the outstanding capital stock of 
Parent and, indirectly through Parent, 100% of the outstanding capital stock of Sub. 

0 

(b) Authority; Noncontravention. Guarantor, Parent and Sub have the requisite corporate power and authority to execute and deliver this 
0 Agreement and, subject to the Parent Required Consents (as defined below), to consummate the transactions contemplated hereby and Parent 

has the requisite corporate power and authority to execute and deliver the Company Voting Agreement and to consummate the transactions 
cantemplated thereby. The execution and delivery of this Agreement by Guarantor, Parent and Sub, the execution and delivery of the Company 
Voting Agreement by Parent and the consummation by Guarantor, Parent and Sub of the transactions Contemplated hereby and thereby have 
k e n  duly authorized by all necessary company or corporate action, as applicable, on the part of Guarantor, Parent and Sub and no other 
corporate proceedings on the part of Guarantor, Parent or Sub are necessary to approve this Agreement or the Company Voting Agreement or 
b consummate the transactions contemplated hereby or thereby. This Agreement has been duly executed and delivered by Guarantor, Parent 

0 land Sub and the Company Voting Agreement has been duly executed and delivered by Parent and each of this Agreement and the Company 
Voting Agreement constitutes the valid and binding obligation of Guarantor, Parent and Sub, as applicable, enforceable against Guarantor, 
Parent and Sub, as applicable, in accordance with their terms. The execution and delivery of this Agreement and the Company Voting 
Agreement and the consummation of the transactions contemplated hereby and thereby and compliance with the provisions of this Agreement 
,and the Company Voting Agreement do not and will not conflict with, or result in any violation or breach of, or default (with or without notice 
-lapse of time, or both) under, or give rise to a right of, or result in termination, cancelation or acceleration of any obligation to or loss of a 
material benefit under, or result in the creation of any Lien upon any of the properties or assets of Guarantor, Parent or Sub under, or give rise 
b a n y  increased, additional, accelerated or guaranteed rights or entitlements under, any provision of (i) the Certificate of Incorporation or By 

s of Sub or equivalent organizational documents of Guarantor or Parent, (ii) any Contract applicable to Guarantor, Parent, Sub or their 
mpective subsidiaries or their respective properties or assets or (iii) subject to obtaining the Parent Required Consents and other matters 
&erred to in the following sentence, any (A) Applicable Law or (B) Judgment, in each case applicable to Guarantor, Parent, Sub or their 
mspective subsidiaries or their respective properties or assets, other than, in the case of clauses (ii) and (iii), any such conflicts, violations, 
defaults, rights, losses or Liens that individually or in the aggregate wouId not reasonably be expected to prevent or materially impede or delay 

0 &e consummation of the Merger or the other transactions contemplated hereby. No consent, approval, order, or authorization of, registration, 
declaration, or filing with, or notice to any Governmental Entity is required by, or with respect to, Guarantor, Parent, or Sub, or their respective 
subsidiaries, in connection with the execution and delivery of this Agreement and the Company Voting Agreement, or the consummation by 

A-19 

0 

G m n t o r ,  Parent and Sub of the transactions contemplated hereby and thereby, or the compliance with the provisions of this Agreement and 
e Company Voting Agreement, except for (1) the filing of a premerger notification and report form under the HSR Act and the receipt, 

&mnination, or expiration, as applicable of such other approvals or waiting periods required under any other applicable competition, merger 
w&rol, antitrust or similar law or regulation, including, if the Company has completed its acquisition of Azurix North America Corp. and 
h r i x  Industrials Corp. prior to the Closing, the competition, merger control, antitrust or similar laws and regulations of Canada or the 

ohvestment Canada Act, if applicable, (2)  the filing with, or furnishing to, the SEC of such reports under the Exchange Act as may be required 
i connection with this Agreement, the Company Voting Agreement, the Merger and the other transactions contemplated hereby and thereby, 

filing of the Certificate of Merger with the Secretary of State of the State of Delaware and appropriate documents with the relevant 
ities of other states in which the Company is qualified to do business, (4) such consents, approvals, orders, authorizations, registrations, 
tions, filings and notices required under Applicable Laws and Judgments of any PUC, (5) such consents, approvals, orders, 

mthorizations, registrations, declarations, filings and notices required under the Applicable Laws and Judgments of any Health Agency, 
a@) such consents, approvals, orders, authorizations, registrations, declarations, filings and notices required to be obtained from or made to any 

ernmental Entity due solely to any acquisition of any business or person by the Company or any of its subsidiaries following the date of 
Agreement and (7) such other consents, approvals, orders, authorizations, registrations, declarations, filings and notices the failure of whic 

gobe obtained or made individually, or in the aggregate, would not impair in any material respect the ability of Guarantor, Parent or Sub to 
+perform its obligations under this Agreement or prevent or materially impede or delay the consummation of the transactions contemplated by 
tihis Agreement. Consents, approvals, orders, authorizations, registrations, declarations, filings and notices described (i) in the foregoing 
Cdause (4) that are required to be obtained or made by Guarantor, Parent or Sub or any of their respective subsidiaries and (ii) in the foregoing 

*dame ( 5 )  the failure of which to obtain or make would impair in any material respect the ability of Guarantor, Parent or Sub to perform its 
tions under this Agreement or prevent or materially impede or delay the consummation of the transactions contemplated by this 

ent, are hereinafter referred to as the "Parent Required Consents." No consent, approval, order, authorization, registration, declaration, 
notice, the failure of which to obtain or make would prevent or materially impede or delay the consummation of the transactions 

cantemplated by this Agreement with any n0nU.S. Governmental Entity, is required to be made or obtained by Guarantor, Parent or Sub or 
of their respective subsidiaries in connection with the execution and delivery of this Agreement and the Company Voting Agreement or th 

.consummation by Guarantor, Parent and Sub of the transactions contemplated hereby and thereby or the compliance with the provisions of this 
Agreement and the Company Voting Agreement, except for such consents, approvals, orders, authorizations, registrations, declarations, filings 
=notices (x) required as a result of a change in Applicable Law after the date of this Agreement or (y) required to be obtained from or made to 
my Governmental Entity due solely to any acquisition of a business or person by the Company or any of its subsidiaries following the date of 

Agreement. To the knowledge of Guarantor and Parent, as of the date of this Agreement, there exists no state of facts, condition, event or 
circumstance which would materially adversely affect Parent's ability to obtain the Parent Required Consents in a reasonably timely manner. 
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(c) Interim Operations of Sub. Sub was formed solely for the purpose of engaging in the transactions contemplated hereby and has engaged 
in no business other than in connection with the transactions contemplated by this Agreement. 

(d) Regulation as a Utility. Except as set forth in Section 3.02(d) of the disclosure schedule delivered by Parent to the Company prior to the 
execution of this Agreement (the"Parent Disclosure Schedule") or as permitted in accordance with Section 4.03(a)(a), neither Guarantor, 

0 Parent, Sub nor any of their respective subsidiaries (i) is a "public utility company" or a "holding company" or a 

I A-20 

0 "subsidiary company" of any holding company which is required to register as a holding company under the Holding Company Act, in each 
w e  as defined in the Holding Company Act, or (ii) is otherwise subject to regulation as a public utility holding company, public utility or 
public service company (or similar designation) by any PUC; provided, however, the foregoing representation shall not be deemed to be 

ached as a result of (x) after the date hereof, any of Guarantor, Parent or Sub or any of their respective subsidiaries entering into any 
operation and maintenance or concession contract that would not be prohibited under Section 4.03(a)(b) or (y) changes in Applicable Law after 
the date of this Agreement. 

(e) Capital Resources. On or prior to the Closing Date, Parent will have sufficient cash to pay the Merger Consideration and any other 
0 

mounts  payable under Section 2.02. 

( f )  Brokers. No broker, investment banker, financial advisor or other person, other than Merrill Lynch, Pierce, Fenner & Smith Incorporated 
and Morgan Stanley & Co. Incorporated, the fees and expenses of which wilI be paid by or on behalf of Parent, is entitled to any broker's, 
finder's, financial advisor's or other similar fee or commission in connection with the transactions contemplated by this Agreement based upon 
arrangements made by or on behalf of Guarantor, Parent, Sub or any of their subsidiaries. 

(g) Information Supplied. None of the information supplied or to be supplied by Guarantor, Parent or Sub specifically for inclusion in the 
&oxy Statement will, at the date the Proxy Statement is filed with the SEC or mailed to the Company's stockholders or at the time of the 
Stockholders Meeting, or at the time of any amendment or supplement thereof, contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which 

are made, not misleading. 

(h) Ownership of Company Stock. As of the date of this Agreement, neither Guarantor, Parent nor Sub nor any of their respective 
subsidiaries "beneficially owns" (as such term is defined for purposes of Section 13(d) of the Exchange Act) any shares of Company Common 
Stock. 

0 
ARTICLE IV 

Covenants Relating to Conduct of Business 

SECTION 4.01 Conduct of Business. (a) Conduct of Business by the Company. During the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent shall not be unreasonably withheld or delayed; and which consent 
shall be deemed given if the Company has not received written notice otherwise from Parent within five business days after requesting such 
consent of Parent as provided in Section 4.01(b)) or as specifically contemplated by this Agreement, the Company shall, and shall cause each 
of its subsidiaries to, carry on their respective businesses in the ordinary course consistent with past practice and use their commercially 
reasonable efforts to comply with all Applicable Laws and, to the extent consistent therewith, use their commercially reasonable efforts to 
preserve their material assets and technology, preserve their relationships with PUCs, Health Agencies, customers, suppliers and others having 
business dealings with them and maintain their material franchises, rights and Permits necessary to the conduct of their business. Without 

0 h i t i n g  the generality of the foregoing, during the period from the date of this Agreement to the Effective Time, except as consented to in 
writing by Parent (which consent shall not unreasonably be withheld or delayed; and which consent shall be deemed given if the Company has 
not received written notice otherwise from Parent within five business days after requesting such consent of Parent as provided in Section 4.01 
@)) or as specifically contempIated by this Agreement or as set forth in Section 4.01(a) of the Company Disclosure Schedule, the Company 
shall not, and shall not permit any of its subsidiaries to: 

A-2 1 0 

(i) (x) declare, set aside or pay any dividends on, or make any other distributions (whether in cash, stock or property) in respect of, any of its 
~ capital stock or other equity or voting interests except for: 
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(A) 
dividends by a direct or indirect wholly owned subsidiary of the Company to its shareholders; 

. 

regular quarterly cash dividends with respect to the Company Common Stock, not in excess of an annual rate of $0.94 
per share in 2001, $0.98 per share in 2002 and $1.02 per share in 2003, in each case with usual declaration, record and 
payment dates and in accordance with the Company's past dividend poIicy ; 

if the Effective Time occurs other than on a record date for quarterly cash dividends with respect to the Company 
Common Stock, a "stub period" dividend equal to an amount not to exceed 25% of the amount of the cash dividend per 
share permitted to be paid pursuant to the immediately preceding clause (B) during such fiscal year in which the 
Effective Time occurs multiplied by a fraction, the numerator of which is the number of days between the immediately 
preceding record date and the Effective Time and the denominator of which is the number of days between such record 
date and the next regularly scheduled record date; 

regular cash dividends with respect to outstanding shares of Company 5% Cumulative Preferred Stock in accordance 
with the terms thereof as in effect on the date of this Agreement; 

regular cash dividends with respect to outstanding shares of Company 5% Cumulative Preference Stock in accordance 
with the terms thereof as in effect on the date of this Agreement; or 

(F) 
(x) cash dividends with respect to any outstanding shares of preferred stock of any of the Company's subsidiaries or 
(y) cash dividends with respect to any outstanding shares of nonpreferred capital stock of any of the Company's non- 
wholly owned subsidiaries; provided, however, that in the case of subsidiaries owned as of the date of this Agreement, 
such dividends shall be paid onIy in the ordinary course of business consistent with such subsidiary's past practice; or 

ase, redeem or otherwise acquire any shares of capital stock of, or other equity or voting interests in, the Company or its 
or any options, warrants, calls or rights to acquire any such shares or other interests, except (A) for the Stock Redemption, 

es, redemptions or other acquisitions as required by the respective terms of any preferred stock of the Company or as required or 
the respective terms of any preferred stock of any of the Company's subsidiaries, (C) for the purpose of funding or providing 

ts under employee benefit plans, stock option and other incentive compensation plans, directors plans and the dividend reinvestment 
pmvfsions of the Company's Dividend Reinvestment and Stock Purchase Plan, (D) purchases, redemptions or other acquisitions in the ordinary 
amme of business consistent with past practice of any voting stock of a subsidiary of the Company not held by the Company or its subsidiaries 

am(E) the purchases of shares of capital stock of a wholly owned subsidiary of the Company by the Company or a wholly owned subsidiary of 
&Company; or 

(zjsplit, combine or reclassify any of its capital stock or other equity or voting interests or issue or authorize the issuance of any other 
mnrities in respect of, in lieu of or in substitution for shares of its capital stock or other equity or voting interests; 

{io issue, deliver, sell, pledge or otherwise encumber any shares of its capital stock, any other equity or voting interests or any securities 
ocmtvertible into, or exchangeable for, or any options, 

A-22 

0 
wmimts, calls or rights to acquire, any such shares, interests or securities or any stock appreciation rights or other rights that are linked to the 
pike of Company Common Stock other than: 

1 (A) 
I the issuance of shares of Company Common Stock (and associated Company Rights) upon the exercise of Company 

Stock Options and settlement of all other rights to purchase or receive Company Common Stock (collectively, the 
"Company Stock Issuance Rights") in accordance with the terms of such Company Stock Options and Company Stock 
Issuance Rights as in effect on the date of this Agreement; 

(B) 
the delivery or sale of shares of Company Common Stock held as treasury stock of the Company as of the date hereof or 
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thereafter purchased on the open market by the Company or one of its subsidiaries as permitted by, and for the purposes 
set forth in, Section 4.Ol(a)(i)(y)(C); 

(C) 
the issuance of shares of capital stock to the Company or a wholly owned subsidiary of the Company by a subsidiary of 
the Company; 

(D) 
l o  

the issuance of shares of Company Common Stock pursuant to the Company Rights Agreement pursuant to the terms 
thereof as in effect on the date hereof; 

(E) 
to the extent permitted by Section 5.09(i), the issuance of shares of Company Common Stock pursuant to the Company's 
Dividend Reinvestment and Stock Purchase Plan; or 

I (F) 
issuances of shares of Company Common Stock which are necessary, in the reasonable judgment of the Company, in 
order to maintain the credit ratings of the Company or its subsidiaries;provided that any such issuance of shares shall be 
permitted only if prior to such issuance the Company shall have consulted with Parent, and the Company and Parent 
shall have been unable to agree on a mutually acceptable alternative basis to maintain the credit rating of the Company o 
its subsidiary, as the case may be; 

0 

(iii) amend its certificate of incorporation or by-laws (or similar organizational documents) except as may be required by Applicable Law or 
the rules and regulations of the New York Stock Exchange; or 

(iv) (A) directly or indirectly acquire or agree to acquire, whether by merging or consolidating with, or by purchasing assets of, or by any 
&her manner, any assets constituting a business or any corporation, partnership, joint venture, association, limited liability company or other 
entity or division thereof, other than: 

0 

6) 
the acquisition of any business which is regulated by a PUC or owned or operated by a municipality or local 
Governmental Entity;provided, that all such acquisitions permitted by this clause (x) shall not involve aggregate 
payments (including debt assumption) by the Company and its subsidiaries of more than $300,000,000; or 

0 

01) 
the acquisition of any business in or related to (1) the water services or wastewater services industry or (3)  any line of 
business conducted by Azurix North America Corp. or Azurix Industrials Corp. on or prior to the date of consummation 
of the acquisition of such entities which is not regulated by a PUC or owned or operated by a municipality or local 
Governmental Entity;provided that all such acquisitions permitted by this clause (y) shall not involve aggregate 
payments (including debt assumption) by the Company or any of its subsidiaries of more than ~100,000,000; 

provided that, if the Company or any of its subsidiaries requests the consent of Parent for any acquisition not otherwise permitted by 
this clause (A) then Parent shall promptly inform the Company whether Guarantor or any of its subsidiaries is participating or intends to 
participate in the bidding for such acquisition and, if Parent informs the Company that Guarantor or one of its 0 

A-23 

subsidiaries is participating or intends to participate in the bidding for such acquisition or if Guarantor or one of its subsidiaries does in 
fact so participate, then the Company shall not be subject to the provisions of this Section 4.Ol(a)(iv) with respect to such acquisition 
(providedfurther that, for the purposes of this Section 4.0l(a)(iv), the Company may presume (absent written notice to the contrary 
from Parent) that Guarantor or one of its subsidiaries is participating in any competitive bidding process for an acquisition which (i) is 
not prohibited by Section 4.03 and (ii) has been marketed broadly to major participants in the water services or wastewater services 
industries and shall not be required to request the consent of Parent or otherwise be subject to the provisions of this Section 4.01 (a) 
(iv) with respect to any such acquisition); or 0 

I 

I 
(B) any other assets that are material (unless such assets are acquired in the ordinary course of business), other than assets 

constituting a business the acquisition of which does not require consent or approval under Section 4.0 1 (a)(iv)(A); 

l 
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Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 
acquisition which requires approval of the Company's Board of Directors; or 

0 

(v) directly or indirectly sell, lease, license, sell and leaseback, mortgage or otherwise encumber or subject to any Lien or otherwise dispose 
any real property, or any other properties or assets or any interest therein that are material, individually or in the aggregate, other than: 

0 
(A) 

sales of real property or other properties or assets, provided that the fair market value of all such properties and assets 
does not exceed $1 00,000,000; 

(B) 
the sale of any property or asset that the Company or one of its subsidiaries is legally required, or under bona fide threat 
of condemnation or similar proceedings, to sell to any Governmental Entity so long as the Company sells such property 
or asset to such Governmental Entity in a manner consistent with past practice; 

0 

(C) 
the sale of shares of capital stock or other securities which are held as passive minority investments so long as such sale 
is made in an arm's-length transaction; or 

(D) 
the grant of easements, rights of way and Liens in the ordinary course of business consistent with past practice, or in 
connection with secured indebtedness of the Company or any of its subsidiaries permitted by Section 4.0l(a)(vi) and 
consistent with past practice; 

0 it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 
sale, lease, license, saleAeaseback, mortgage, encumbrance or other disposition which requires approval of the Company's Board of 
Directors; or 

(vi) (x) incur any indebtedness or guarantee any indebtedness of another person or issue or sell any debt securities or options, warrants, calls 
~ w & e r  rights to acquire any debt securities of the Company or any of its subsidiaries, enter into any interest rate protection agreement or other 

rrangement, guarantee any debt securities of another person, enter into any "keep well" or other agreement to maintain any financial 
condition of another person or enter into any arrangement having the economic effect of any of the foregoing (excluding for purpose 
ation, advances received as contemplated by Section 4.0 1 (a)(vii)(B)), except for: 

(A) 
the incurrence of short-term indebtedness in the ordinary course of business consistent with past practice; * 

A-24 

0 (B) 
the incurrence of long-term indebtedness and interest rate protection and other hedging arrangements in respect of such 
long-term indebtedness so long as the aggregate amount of such longterm indebtedness outstanding as of the end of 
each fiscal year ended after the date of this Agreement (excluding, without duplication, longterm indebtedness 
otherwise permitted under this Section 4.01 (a)(vi)(x), but including longterm indebtedness incurred to fund capital 
expenditures permitted by Section 4.0l(a)(vii) to the extent the incurrence of such indebtedness is included in the 
Company's business plan described below), does not exceed 110% of the aggregate amount of all longterm indebtedness 
contemplated to be outstanding as of the end of such fiscal year by the Company's business plan for the fiveyear period 
ending on December 3 1,2005, a true and complete copy of which has been provided to Parent prior to the date of this 
Agreement; 

0 

(1) the incurrence of indebtedness or guarantees of indebtedness to finance acquisitions and the incurrence or assumption 
of indebtedness of the entities acquired in such acquisitions, in either case in connection with acquisitions permitted by 
Section 4.0l(a)(iv), or (2) the incurrence of indebtedness or guarantees of indebtedness to fund capital expenditures 
permitted by Section 4.0l(a)(vii); 

(D) 
the incurrence of any guarantees, bid bonds, performance bonds, surety bonds, payment bonds, letters of credit and "kee 
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well'' agreements and other similar arrangements entered into in the ordinary course of business consistent with past 
practice between the Company and its subsidiaries or in support of the indebtedness or other obligations of the Company 
the Company's subsidiaries or among the Company's subsidiaries; or 

I 

(E) 
I the incurrence of indebtedness in an amount equal to (1) the cost of Company Common Stock purchased for issuance 

by the Company from the sale of Company Common Stock under the Company's Dividend Reinvestment and Stock 
l e  pursuant to Section 4.Ol(a)(ii)(B), plus (2) the amount of cash proceeds that would otherwise be expected to be received 

Purchase Plan after the date, and for so long as, such plan is indefinitely suspended pursuant to Section 5.09(i); or 
I 

I 

oi) a make any material loans, advances or capital contributions to, or investments in, any other person, other than the Company or 
any direct or indirect subsidiary of the Company other than (A) investments made in joint ventures formed for purposes 
permitted pursuant to Section 4.Ol(a)(iv), (B) loans, advances, capital contributions and investments made in connection with 
actions permitted pursuant to Sections 4.Ol(a)(iv), (v), (vi)(x), (vii) or (x) or (C) in the ordinary course of business; 

it being understood and agreed that the Company and its subsidiaries shall consult with Parent (i) on the Company's and its subsidiaries' 
credit ratings and (ii) prior to incurring any material long-term indebtedness (other than issuances of tax-free long-term indebtedness) of 
the Company or any of its subsidiaries; or 

a 

(vii) incur or commit to incur any capital expenditures in excess of 120% of the amount budgeted in the Company's fiveyear capital plan, a 
and complete copy of which has been provided to Parent prior to the date of this Agreement, other than: 

e (4 
capital expenditures required by changes in or newly promulgated Applicable Laws or Judgments or applicable standard 
or policies of any Governmental Entity after the date of this Agreement; 

(B) 
capital expenditures funded by customer advances or contributions in aid of construction; 

e 
A-25 

(C) e capital expenditures incremental to the Company's fivsyear capital plan as may be required to serve customers who 
generate sufficient revenues to fully fund the cost of such capital expenditures without adversely affecting customer 
rates; 

e 

(D) 
capital expenditures related to the operation of any business acquired through an acquisition permitted by Section 4.0 1 (a) 
(iv); 

(E) 
capital expenditures to the extent covered by insurance or as reasonably required in the Company's judgment following a 
catastrophic event; or 

(F) 
capital expenditures in connection with performance by the Company or one of its subsidiaries under any Contract to the 
extent the Company's or such subsidiary's obligations in connection with any such capital expenditure are nomecourse 
to the Company or such subsidiary and funded by the United States government; 

it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of the 

capital expenditure which requires approval of the Company's Board of Directors; or 
I 

I 0 
Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 

(viii) except as required by Applicable Law or any Judgment (x) pay, discharge, settle or satisfy any material claims (including claims of 
holders), liabilities or obligations (whether absolute, accrued, asserted or unasserted, contingent or otherwise), other than the payment, 
arge, settlement or satisfaction of claims, liabilities or obligations (A) in the ordinary course of business consistent with past practice, 

I 
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@) as required by their terms as in effect on the date of this Agreement or on the date of acquisition of the person subject thereto or 
[e) incurred since the date of this Agreement in the ordinary course of business consistent with past practice, (y) waive, release, grant or 
itmnsfer any right of material value, other than in the ordinary course of business consistent with past practice or (z) waive any material benefits 
of, or agree to modify in any materially adverse respect, or fail to enforce in any material respect, or consent to any material matter with respec 
b which its consent is required under, any material confidentiality, standstill or similar agreement to which the Company or any of its 
subsidiaries is a party; e 

(ix) except (i) as required to comply with Applicable Law or any Judgment, any Collective Bargaining Agreement or any provision of any 
Company Benefit Plan or other Contract as in effect on the date of this Agreement, (ii) in the ordinary course of the Company or its subsidiarie 
conducting their respective businesses consistent with past practice, (iii) as would, in the discretion of the Company, be commercially 
reasonable in order to retain Company Employees (as defined in Section 5.09(a)) or to hire (or promote) or replace new executives, (iv) as is or 
would be required to give effect to acquisition agreements entered into by the Company andor its subsidiaries or (v) as would not, individually 

the aggregate, materially increase the Company's and its subsidiaries' annual expense for compensation and benefits provided or to be 
vided to the Company Employees: 

(A) 
take any action to fund or in any other way secure the payment of compensation or benefits under any Company Benefit 
Plan or other Contract; 

0 
(B) 

take any action to accelerate the vesting or payment of any compensation or benefit under any Company Benefit Plan or 
other Contract; 

e 
(C) 

grant any compensation, benefits, severance or termination pay or increases therein to any Participant; or 

(D) 
establish, adopt, enter into, amend or terminate any Company Benefit Plan, except as required to implement grants or 
increases permitted under Section 4.0 l(a)(ix)(C); or 

A-26 0 

(x) (A) enter into any material Contract other than: 

0 

0 

0 

(3) 

any Contract related to the Company's PUC-regulated business entered into in the ordinary course of business 
consistent with past practice; 

any Contract related to the water services or wastewater services industry;provided that the average aggregate 
annual revenues to be received by the Company and its subsidiaries over the first three years of such Contract, 
together with the total average aggregate annual revenues to be received by the Company and its subsidiaries 
over the first three years of all such other Contracts entered into pursuant to this clause (2) during the twelve 
month period beginning on the date of this Agreement or during any subsequent twelvemonth period shall not 
exceed $60 million per year (excluding any consumer price index or other similar adjustments and without regard 
to any extension thereof);provided, further that (A) the average annual amounts of any payments to be made to 
the Company during the first three years of such Contract in respect of any capital expenditures permitted by 
Section 4.0l(a)(vii)(F) of this Agreement and other recovered costs of capital in respect thereof shall not count 
against such $60 million per year limit and (B) the average annual amounts of any associated recovery of capital 
improvement costs (and, in the case of any "design-build-operate" Contract, payments in respect of the "desigrr 
build" portion of such Contract to the extent that those payments are (x) guaranteed by a nonaffiliate of the 
Company which the Company reasonably determines is sufficiently creditworthy or (y) passed through to third 
parties who perform the "design-build'' portion of such Contract) during the first three years of such Contract 
shall not count against such $60 million per year limit; or 

any Contract providing for any transaction otherwise permitted by this Section 4.01(a); 

1 
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&use (A) then Parent shall promptly inform the Company whether Guarantor or any of its subsidiaries is participating or intends to participate 
ixt the bidding for such Contract and, if Parent informs the Company that Guarantor or one of its subsidiaries is participating or intends to 
participate in the bidding for such Contract or if Guarantor or one of its subsidiaries does in fact so participate, then the Company shall not be 
wbject to the provisions of this clause (A) with respect to such Contract (providedfurtherthat, for the purposes of this clause (A), the 
Company may presume (absent written notice to the contrary from Parent) that Guarantor or one of its subsidiaries is participating in any 

emmpetitive bidding process for a Contract which has been marketed broadly to major participants in the water services or wastewater services 
stries and shall not be required to request the consent of Parent or otherwise be subject to the provisions of this clause (A) with respect to 
uch Contract); 

l 
it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of 
the Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with 
respect to, any material Contract which requires the approval of the Company's Board of Directors; 

(B) renew any material Contract unless such renewal (i) shall not modify the terms of such Contract, taken as a whole, in any 
material adverse respect or (ii) is on terms that are reasonably agreed to by the Company in carrying on its business in the 
ordinary course; or 

e A-27 

(C) modifjl, amend, waive or terminate (x) any material Contract other than in the ordinary course of business or (y) the Filed 
Contracts, in either case without consulting with Parent in good faith in advance; or 

(xi) authorize any of, or commit, resolve or agree to take any of, the foregoing actions. * 
(b) Administration of Consents. Any request for a consent of Parent under Section 4.01(a), and any correspondence between the parties with 

respect to those consents (including the granting or refusal to grant any such consent) and any consultation required under Section 4.01(a) shall 
ly by and between the person identified in Section 4.01(b) of the Company Disclosure Schedule, on behalf of the Company and its 

idiaries, and the person identified in Section 4.01(b) of the Parent Disclosure Schedule, on behalf of Guarantor, Parent and their respective 

(c) Control of the Company's Business. It is understood and agreed that Guarantor, Parent, Sub and their affiliates do not have the right to 
trol or direct the Company's operations prior to the Effective Time. Prior to the Effective Time, the Company shall exercise, consistent with 
terms and conditions of this Agreement, complete control and supervision over its operations. 

(a) Certain Tax Matters. Except as set forth in Section 4.01(d) of the Company Disclosure Schedule, during the period from the date of this 
Agreement to the Effective Time, the Company shall, and shall cause each of its subsidiaries to, (i) not make any material tax election without 
Rarent's consent and (ii) to the extent permitted by the applicable agreement, cause all existing tax sharing agreements to be terminated as of 
&e Closing Date. 

(e) Utility Filings. The Company shall, and shall cause each of its subsidiaries to, timely file in the ordinary course of business consistent 
st practice all rate applications and all other material filings required to be made with PUCs. Except for filings in the ordinary course of 
s consistent with past practice that individually or in the aggregate would not reasonably be expected to have a material adverse effect, 

mpany shall, and shall cause each of its subsidiaries to, consult with Parent reasonably in advance of making any filing to implement any 
ges in any of its or any of its subsidiaries' rates or surcharges for water service, standards of service or accounting. 

SECTION 4.02 No Solicitation. (a) From and after the date hereof, the Company agrees (i) that it and its subsidiaries shall not, nor shall it 
its subsidiaries authorize or knowingly permit any director, officer or employee of the Company or any of its subsidiaries or any investment 

er, attorney, accountant or other advisor or representative of the Company or any of its subsidiaries (collectively, the "Representatives") to 
tly or indirectly, solicit, initiate or encourage, or take any other action knowingly to facilitate, any Takeover Proposal (as defined below) I 

I 
I 

I 
l 

t 

gage in any discussions or negotiations regarding, or provide any nonpublic information or data to make or implement, any Takeover 
sal, in each case other than a Takeover Proposal made by Parent; (ii) that it shall immediately cease and cause to be terminated any 

any time prior to obtaining the Stockholder Approval, the Company may, in response to a bona fide 
Directors of the Company determines in good faith could reasonably be expected to lead to a Superior 

hich Takeover Proposal did not result from a breach of this Section 4.02, (x) furnish information with respec 

&misting discussions or negotiations with any third persons conducted heretofore with a view to formulating a Takeover Proposal; and (iii) that 
receipt of any Takeover Proposal and that it shall keep Parent informed of the status of such Takeover 

I 

1 

I I 

I 
to the person making such Takeover Proposal (and its representatives) pursuant to a customary 
t such confidentiality agreement shall not prohibit such person from making an unsolicited Takeover 

ation is provided on a prior or substantially concurrent basis to Parent, and (y) participate in discussions I 
I 
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mnegotiations with the person making such Takeover Proposal (and its representatives) regarding such Takeover Proposal. 

A-2% 

e 
The term "Takeover Proposal" means any inquiry, proposal or offer from any person relating to, or that is reasonably likely to lead to, any 

t or indirect acquisition, in one transaction or a series of transactions, including by way of any merger, consolidation, tender offer, 
ge offer, binding share exchange, business combination, recapitalization, liquidation, dissolution, joint venture or similar transaction, of 

{A) assets or businesses that constitute or represent 20% or more of the total revenue, operating income, EBITDA or assets of the Company an 
i& subsidiaries, taken as a whole, or (B) 20% or more of the outstanding shares of Company Capital Stock or capital stock of, or other equity or 
d g  interests in, any of the Company's subsidiaries directly or indirectly holding the assets or businesses referred to in clause (A) above. e 

@) Neither the Board of Directors of the Company nor any committee thereof shall (i) withdraw (or modify in a manner adverse to Parent or 
Sa&) or propose publicly to withdraw (or modify in a manner adverse to Parent or Sub) the recommendation or declaration of advisability by 

Board of Directors of the Company or any such committee of this Agreement or the Merger, or recommend, or propose publicly to 
aommend ,  the approval or adoption of any Takeover Proposal (other than a Takeover Proposal made by Parent) (each such action being 
&erred to herein as an "Adverse Recommendation Change"), unless the Board of Directors of the Company determines in good faith, based on 

0 9 ~ h  matters as it deems appropriate, after consulting with legal counsel, that such action is necessary for the Board of Directors of the 
Cmpany to comply with its fiduciary duties to the Company's stockholders under applicable law and the Company's certificate of 
brpora t ion ,  (ii) adopt or approve, or publicly propose to adopt or approve, any Takeover Proposal (other than a Takeover Proposal made by 

ithdraw its approval of the Merger, (iii) cause or permit the Company to enter into any letter of intent, memorandum of 
g, agreement in principle, acquisition agreement, merger agreement, joint venture agreement, partnership agreement or other 
ach, an "Acquisition Agreement") constituting or related to any Takeover Proposal (other than a confidentiality agreement referred 
4.02(a)) or (iv) agree or resolve to take any of the actions prohibited by clauses (i), (ii) or (iii) of this sentence. Notwithstanding 
is Agreement to the contrary, at any time prior to obtaining the Stockholder Approval, the Board of Directors of the Company 

a Superior Proposal (as defined below) that did not result from a breach of Section 4.02(a), cause the Company to terminate 
suant to Section 7.01 ( f )  and concurrently or promptly thereafter enter into an Acquisition Agreementprovided however, 
hall not terminate this Agreement pursuant to Section 7.01(f), unless the Company shall have complied with all the 
ection 4.02 (except for any failure to comply that would not adversely affect the rights of Parent under this Section 4.02), 
ation provisions in this Section 4.02, and with all applicable requirements of Section 5.06(b) (including the payment of the 

e T m i n a t i o n  Fee (as defined in Section 5.06(b)) prior to or concurrently with such termination); andprovided further, however, that the 
Company shall not exercise its right to terminate this Agreement pursuant to Section 7.0I(f) until the fifth business day following Parent's 
W i p t  of written notice (a "Notice of Superior Proposal") from the Company advising Parent that the Board of Directors of the Company has 
isxived a Superior Proposal specifying the terms and conditions of the Superior Proposal, identifying the person making such Superior 

osal and stating that the Board of Directors of the Company intends to exercise its right to terminate this Agreement pursuant to 
7.01(f) (it being understood and agreed that, prior to any such termination taking effect, any amendment to the price or any other 

1 term of a Superior Proposal shall require a new Notice of Superior Proposal and a new five business day period). 
0 

The term "Superior Proposal" means any bona fide written offer made by a third party in respect of (i) a transaction that if consummated 
t in such third party acquiring, directly or indirectly, 50% or more of the voting power of the Company Common Stock or 50% or 
assets of the Company and its subsidiaries, taken as a whole, or (ii) a direct merger between such third party and the Company, in 
roviding for consideration to the Company's stockholders consisting of cash andor securities (it being understood that securities 

ed by the Company's 
a 

A-29 

olders be included for purposes of this determination), which transaction the Board of Directors of the Company determines in its good 
judgment (after consultation with a financial advisor of nationally recognized reputation) (taking into account the person making the offer 

consideration offered, the likelihood of consummation (including the legal, financial and regulatory aspects of the offer) as well as any 
ctors deemed relevant by the Board of Directors of the Company) to be more favorable from a financial point of view to the 
lders of the Company, taking into account any changes to the terms of this Agreement offered by Parent in response to such Superior 

osal or otherwise. 

e (e) Nothing contained in this Section 4.02 or elsewhere in this Agreement shall prohibit the Company from (i) taking and disclosing to its 
s&xkholders a position contemplated by Rule 14e2(a) promulgated under the Exchange Act or (ii) making any disclosure to the Company's 

olders if, in the good faith judgment of the Board of Directors of the Company, after consultation with outside counsel, failure to make 
isclosure would be inconsistent with applicable 1aw;provided however, that in no event shall the Company or its Board of Directors or 
mmittee thereof take, agree or resolve to take any action prohibited by Section 4.02(b)(i) (subject to the last clause of Section 4.02(b)(i)) 

ar Section 4.02(b)(ii). 
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- - SECTION 4.03 Certain Conduct of the Parties. (a) During the period from the date of this Agreement to the Effective Time, except as 

consented to in writing by the Company (which consent shall not be unreasonably withheld or delayed and which consent shall be deemed 
given if Parent has not received written notice otherwise from the Company within eight business days after requesting such consent of the 
Company), Guarantor and Parent shall not, and shall cause their subsidiaries not to, directly or indirectly (a) acquire or agree to acquire or, 
except as required by Applicable Law, the rules and regulations of the Frankfurt Stock Exchange or, with respect to any disclosure by any 
subsidiary, the rules and regulations of the principal stock exchange on which such subsidiary's securities are listed, publicly disclose any 
acquisition, in one transaction or a series of transactions, including by way of any merger, consolidation, tender offer, exchange offer, binding 
share exchange, business combination, recapitalization, liquidation, dissolution, joint venture or similar transaction, of (i) any United States 
water services or wastewater services business that is regulated by a PUC or is owned or operated by a municipality or local Governmental 
Entity (other than any such acquisition which does not involve aggregate payments (including debt assumption) by Guarantor, Parent or their 
subsidiaries in excess of $20 million) or (ii) (A) any business that would, upon the consummation of such acquisition, (x) cause Guarantor, 
Parent or any of their respective subsidiaries to be required to register as a holding company under the Holding Company Act or (y) subject 

substantive questions with respect to the ownership by any of them of any water or wastewater business or (B) any business (x) that would, 
lnpon the consummation of such acquisition, subject Guarantor, Parent or any of their respective subsidiaries to regulation under the Holding 
Company Act in a manner other than that described in clause (A) above or (y) that is a United States gas or electric utility, if in the case of 
d u s e  (B), such business is subject to regulation as a gas or electric utility (or similar designation) by a PUC in any state which the parties 
q p e  is material or (b) take any other action that would reasonably be expected to (i) materially impede or delay obtaining any Parent Required 
Consent or Company Required Consent or the satisfaction of the conditions set forth in Section 6.01(c) (to the extent relating to the Holding 
Company Act), 6.01(d) or 6.02(d) or (ii) otherwise materially impede or delay the consummation of the Merger. In the event that Guarantor or 
h e n t  shall seek the consent of the Company to make an acquisition of the type described in Section 4.03(a)(a)(ii)(B), the sole basis on which 

Company may withhold its consent shall be a determination by the Company that such acquisition would reasonably be expected to 
(x) materially impede or delay obtaining any Parent Required Consent or Company Required Consent or the satisfaction of the conditions set 
M in Section 6.01(c) (to the extent relating to the Holding 

Guarantor, Parent, Sub or any of their respective subsidiaries to regulation under the Holding Company Act in a manner that would raise 

A-30 

Company Act), 6.01(d) or 6.02(d) or (y) otherwise materially impede or delay the consummation of the Merger. 

0 (b) Prior to the obtaining of the Stockholder Approval, Guarantor and Parent shall not, and shall cause their respective subsidiaries not to, 
acquire "beneficial ownership" (as such term is defined for purposes of Section 13(d) of the Exchange Act) of any shares of Company Commo 
Stock. After the obtaining of the Stockholder Approval, Guarantor and Parent shall not, and shall cause their respective subsidiaries not to, 
acquire shares of Company Common Stock if such acquisition would result in Guarantor, Parent and their subsidiaries acquiring "beneficial 
ownership" (as so defined) of more than 4.9% of the shares of Company Common Stock outstanding at the time of such acquisition. 

(c) During the period from the date of this Agreement to the Effective Time, except as consented to in writing by Parent (which consent shal 
e unreasonably withheld or delayed and which consent shall be deemed given if the Company has not received written notice otherwise 
Parent within eight business days after requesting such consent of Parent), the Company shall not, and shall cause its subsidiaries not to, 
tly or indirectly, take any action that would reasonably be expected to (i) materially impede or delay obtaining any Parent Required 

Consent or Company Required Consent or the satisfaction of the conditions set forth in Section 6.0I(c) (to the extent relating to the Holding 
Campany Act), 6,01(d) or 6.02(d) or (ii) otherwise materially impede or delay the consummation of the Merger. 

a 
ARTICLE V 

Additional Agreements 

SECTION 5.0 1 Preparation of the Proxy Statement; Stockholders Meeting. (a) As promptly as reasonably practicable following the date of 
Agreement, the Company shall prepare and file with the SEC the Proxy Statement in preliminary form and the Company shall use its 

reasonable best efforts to respond as promptly as practicable to any comments of the SEC with respect thereto and to cause the Proxy Statemen 
m be mailed to the Company's stockholders as promptly as practicable following the date of this Agreement. The Company shall promptly 
smtify Parent upon the receipt of any comments from the SEC or its staff or any request from the SEC or its staff for amendments or 
-sarpplements to the Proxy Statement and shall provide Parent with copies of all correspondence between the Company and its representatives, 
m the one hand, and the SEC and its staff, on the other hand. Parent shall promptly provide any information or responses to comments, or othe 
ssistance, reasonably requested in connection with the foregoing. Prior to filing or mailing the Proxy Statement (or any amendment or 

lement thereto) or responding to any comments of the SEC with respect thereto, the Company (i) shall provide Parent an opportunity to 
rmiew and comment on such document or response and (ii) shall give reasonable consideration to all comments proposed by Parent. 

(b) The Company shall, as promptly as reasonably practicable following the date of this Agreement, establish a record date for, duly call, 
?$e notice of, convene and hold a meeting of its stockholders (the "Stockholders Meeting") for the purpose of obtaining the Stockholder 
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Approval, regardless of whether an Adverse Recommendation Change has occurred at any time after the date of this Agreement. The Company 
shall, through its Board of Directors, recommend to its stockholders that they adopt this Agreement, and shall include such recommendation in 

e Proxy Statement, in each case subject to its rights under Section 4.02(b)(i). Without limiting the generality of the foregoing, the Company 
sgrees that its obligations pursuant to this Section 5.01(b) shall not be affected by the commencement, public proposal, public disclosure or 
mmmunication to the Company or any other person of any Takeover Proposal. 

l 

l 

~ 
SECTION 5.02 Access to Information; Confidentiality; Transition Planning. (a) The Company shall, and shall cause each of its subsidiarie 
afford to Parent, and to Parent’s officers, employees, 

A-3 1 

k e s t m e n t  bankers, attorneys, accountants and other advisors and representatives, reasonable access at reasonable times and during normal 
ness hours during the period prior to the Effective Time or the termination of this Agreement, in a manner which does not unreasonably 

with the business and operations of the Company, to all their respective properties, assets, books, contracts, commitments, directors, 
mployees, attorneys, accountants, auditors, other advisors and representatives and records and, during such period, the Company 
shall cause each of its subsidiaries to, make available to Parent on a prompt basis (a) access to each material report, schedule, form, 
and other document filed or received by it during such period to or from any PUC or pursuant to the requirements of applicable 

simmties laws and (b) all other information concerning its business, properties and personnel as Parent may reasonably request; provided that 
xmch right of access shall not include sampling, testing or Phase I1 environmental site assessment activities. For the purposes of this 
‘Sixtion 5.02, all communications, including requests for information or access, pursuant to this Section 5.02, shall only be made by and 

n a representative of each of Parent, on the one hand, and of the Company, on the other hand, which representative (a) shall initially be 
cGivern for Parent and Ellen Wolf for the Company and (b) may be replaced with a substitute representative by either party from time to 

n reasonable written notice to the other party. The Company will promptly advise Parent of any material developments in its business. 
anding the foregoing, (i) the Company and its subsidiaries shall not be required to provide any information to the extent that the 
or any of its subsidiaries is legally obligated to keep such information confidential or otherwise not to provide such information or to 
that such access would constitute a waiver of the attorneyclient privilege and (ii) the Company shall provide access to those 

s, assets, books, contracts, commitments, directors, officers, employees, attorneys, accountants, auditors, other advisors and 
entatives and records described above of its subsidiaries that are not wholly-owned subsidiaries only to the extent that the Company has 

able to obtain such access. Parent will hold, and will direct its officers, employees, investment bankers, attorneys, accountants 
rs and representatives to hold, any and all information received from the Company, directly or indirectly, in confidence in 
the Confidentiality Agreement dated June 26,2001, among Guarantor, Thames and the Company (as it may be amended from 
“Confidentiality Agreement”). 

{b) The Company and Parent shall, and shall cause each of their respective subsidiaries to, reasonably cooperate to obtain an orderly 

&e Surviving Corporation and its subsidiaries during the period from and after the Effective Time. The Company and Parent agree that such 
shall include the development as soon as reasonably practicable following the date hereof of a mutually acceptable integration plan 
s-by-business and region-by-region basis with reasonable provisions for visitation by employees. 

:&cansition and integration process in connection with the Merger in order to minimize the disruption to, and preserve the value of, the business 

SECTION 5.03 Reasonable Best Effbrts; Notification. Upon the terms and subject to the conditions set forth in this Agreement, each of the 
es agrees to use its reasonable best efforts to take, or cause to be taken, all actions that are necessary, proper and advisable to consummate 
make effective the Merger and the other transactions contemplated by this Agreement and the Company Voting Agreement, including 

its reasonable best efforts to accomplish the following as promptly as reasonably practicable following the date of this Agreement: (a) the 
cts necessary to cause the conditions precedent set forth in Article VI to be satisfied, (b) the obtaining of all necessary actions or 
aivers, consents, approvals, orders and authorizations from Governmental Entities and the making of all necessary registrations, 

and filings and the taking of all steps as may be necessary to obtain an approval (including the Company Required Consents and 
equired Consents) or waiver from, or, to the extent any approval or waiver cannot be obtained, to avoid the need to obtain an 

roval (including the Company Required Consents and the Parent Required Consents) or waiver from, or to avoid an action or proceeding 
any Governmental Entity and (c) the obtaining of all necessary consents, approvals or waivers from 

A-32 

parties. In connection with and without limiting the foregoing, the Company shall, if any state takeover statute or similar statute or 
ation is or becomes applicable to this Agreement, the Company Voting Agreement, the Merger or any of the other transactions I 

I 

I 

I 

plated hereby or thereby, use its reasonable best efforts to allow the Merger and the other transactions contemplated by this Agreement 
Company Voting Agreement to be consummated as promptly as practicable on the terms contemplated by this Agreement and the 

any Voting Agreement and otherwise to minimize the effect of such statute or regulation on this Agreement, the Company Voting 
ment, the Merger and the other transactions contemplated hereby and thereby. The Company, Guarantor and Parent shall provide such 

I 

I 
I 
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mistance, information and cooperation to each other as is reasonably requested in connection with the foregoing and, in connection therewith, 
&all notify the other person promptly following the receipt of any comments from any Governmental Entity and of any request by any 
Governmental Entity for amendments, supplements or additional information in respect of any registration, declaration or filing with such 
Governmental Entity and shall supply the other person with copies of all correspondence between such person or any of its representatives, on 

' 
I 

hand, and any Governmental Entity, on the other hand. In addition, the Company, Guarantor and Parent shall cooperate to promptly 
p a mutually acceptable plan to obtain the Company Required Consents and the Parent Required Consents as expeditiously as reasonably 

ble and without undue expense. To the extent that either party or any of its subsidiaries is required to make any registration, declaration 
ax filing with any PUC in connection with obtaining the Company Required Consents or the Parent Required Consents, such party shall use its 

nable best efforts to (i) provide the other party an opportunity to review and comment on such registration, declaration or filing reasonably 
ce of making any such registration, declaration or filing, (ii) give reasonable consideration to all comments proposed by the other party 
if applicable, coordinate the submission of such registration, declaration or filing with the other party. Neither the Company nor any of 

1 

sidiaries shall enter into or agree to any terms or conditions in connection with obtaining the Company Required Consents without the 
ritten consent of Parent (which consent shall not be unreasonably withheld or delayed). None of Guarantor, Parent, Sub or any of their 
ive subsidiaries shall enter into or agree to any terms or conditions in connection with obtaining the Parent Required Consents without 

written consent of the Company (which consent shall not be unreasonably withheld or delayed). 

SECTION 5.04 Company Stock Options. (a) As soon as practicable following the date of this Agreement, the Company shall ensure that th 
f Directors of the Company (or, if appropriate, any committee administering the Company Stock Plans) shall adopt such resolutions or 
h other actions (if any) as may be required to provide that: 0 

(i) each Company Stock Option outstanding immediately prior to the Effective Time (whether vested or unvested) shall be converted 
at the Effective Time into the right to receive an amount of cash equal to (A) the excess, if any, of (1) the Merger Consideration over 
(2) the exercise price per share of Company Common Stock subject to such Company Stock Option, multiplied by (B) the number of 
shares of Company Common Stock for which such Company Stock Option shall not theretofore have been exercised; 

(ii) each Company Stock Issuance Right outstanding immediately prior to the Effective Time (whether vested or unvested) shall be 0 
converted at the Effective Time into the right to receive an amount of cash equal to the product of (A) the Merger Consideration and 
(B) the number of shares of Company Common Stock subject to such Company Stock Issuance Right; and 

(iii) make such other changes to the Company Stock Plans as the Company and Parent may agree are appropriate to give effect to the 
Merger. 

0 
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(b) All amounts payable pursuant to Section 5.04(a) shall be subject to any required withholding of taxes or proof of eligibility of exemption 
refrom, and shall be paid as soon as practicable following the Effective Time, without interest. 

(c) The Company shall take all actions determined to be necessary to effectuate the provisions of this Section 5.04 as mutually agreed by 
Parent and the Company. Prior to the Effective Time, the Company shall ensure that the Board of Directors of the Company (or, if appropriate, 
my committee administering the Company Stock Plans) shall take or cause to be taken such actions as are required to cause (i) the Company 
Stock Plans to terminate as of the Effective Time and (ii) the provisions in any other Company Benefit Plan providing for the issuance, transfer 

OM grant of any capital stock of the Company or any interest on or following the Effective Time in respect of any capital stock of the Company 
be deleted as of the Effective Time. 

SECTION 5.05 Indemnification, Exculpation andhurance .  (a) To the extent, if any, not provided by an existing right of indemnification 
mother agreement or policy, from and after the Effective Time, Guarantor and Parent shall, to the fullest extent permitted by applicable law, 

emnify, defend and hold harmless each person who is now, or has been at any time prior to the date hereof, or who becomes prior to the 
.Effective Time, an officer or director of the Company or any of its subsidiaries (each an "Indemnified Party" and, collectively, the "Indemnifie 

Parties") against (i) all losses, expenses (including reasonable attorney's fees and expenses), claims, damages or liabilities or, subject to the 
vis0 of the next succeeding sentence, amounts paid in settlement, arising out of actions or omissions occurring at or prior to the Effective 
e (and whether asserted or claimed prior to, at or after the Effective Time) that are, in whole or in part, based on or arising out of the fact 

at such person is or was a director or officer of the Company or any of its subsidiaries ("Indemnified Liabilities"), and (ii) all Indemnified 
Liabilities to the extent they are based in whole or in part on or arise in whole or in part out of or pertain to this Agreement or the transactions 
contemplated hereby. In the event of any such loss, expense, claim, damage or liability (whether or not arising before the Effective Time), 

muarantor  and Parent shall pay or cause to be paid the reasonable fees and expenses of counsel selected by the Indemnified Parties, which 
counsel shall be reasonably satisfactory to Parent, promptly after statements therefor are received and otherwise advance to such Indemnified 

request reimbursement of documented expenses reasonably incurred; provided, however,that Guarantor and Parent shall not be 
ny settlement effected without its written prior consent (which consent shall not be unreasonably withheld or delayed). In the event 
nified Party is required to bring any action against Guarantor or Parent to enforce rights or to collect money due under this 

greement and such action results in a final, nonappealable judgment in favor of such Indemnified Party, Guarantor and Parent shall 
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eimburse such Indemnified Party for all of its reasonable expenses in bringing and pursuing such action. Each Indemnified Party shall be 
=titled to the advancement of expenses to the full extent contemplated in this Section 5.05(a) in connection with any such actionprovided 

ever, that any person to whom expenses are advanced provides an undertaking, if and to the extent required by the DGCL, to repay such 
nces if it is ultimately determined that such person is not entitled to indemnification. 

0 (b) For six years after the Effective Time, Guarantor and Parent shall maintain in effect (i) the Company's current directors' and officers' 
iWility insurance covering each person currently covered by the Company's directors' and officers' liability insurance policy for acts or 
missions occurring prior to the Effective Time on terms with respect to such coverage and amounts no less favorable in the aggregate to such 
&kctors and officers than those of such policy as in effect on the date of this Agreementprovided that Guarantor or Parent may substitute 

efor policies of a reputable insurance company the terms of which, including coverage and amount, are no less favorable in the aggregate to 
irectors and officers than the insurance coverage otherwise required mder this Section 5.05(b);provided however, that in no event shall 

nd Parent be required to pay aggregate annual premiums for insurance under this Section 5.05(b) in excess of 200% of the amount 
0 gate 
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mpany for the year from July 22,2001 through July 22,2002 for such purpose (which premiums for the year from 
22,2002 are hereby represented and warranted by the Company to be $327,50O)provided that Guarantor and 

be obligated to provide a policy with the best coverage available as may be obtained for such 200% amount and (ii) in 
f Incorporation and By-Laws of the Surviving Corporation the provisions regarding elimination of liability of 

on of, and advancement of expenses to, officers or directors contained in the Restated Certificate of Incorporation 
hed as Exhibit A and the current By-Laws of the Company. 

(c) In the event that Guarantor or Parent or any of their successors or assigns (i) consolidates with or merges into any other person and is not 
tinuing or surviving corporation or entity of such consolidation or merger or (ii) transfers or conveys all or substantially all its properties 
ets to any person, then, and in each such case, Guarantor and Parent shall cause proper provision to be made so that the successors and 
of Guarantor or Parent, as the case may be, assume the obligations set forth in this Section 5.05. 

0 fa) To the fullest extent permitted by law, from and after the Effective Time, all rights to indemnification as of the date hereof in favor of the 
tors and officers of the Company and its subsidiaries with respect to their activities as such prior to the Effective Time, as provided in, 
respect to the Company, the Restated Certificate of Incorporation attached as Exhibit A and the current ByLaws of the Company, or, with 

q e c t  to the Company's subsidiaries, their respective certificates of incorporation and bylaws (or similar organizational documents) in effect 
date hereof, or otherwise in effect on the date hereof, shall survive the Merger and shall continue in full force and effect for a period of 
s than six years from the Effective Time;provided, however, that in the event any claim or claims are asserted or made within such six- 

yearperiod, all such rights to indemnification in respect of such claim or claims shall continue until the f i a l  disposition thereof. 
0 

(e} The provisions of this Section 5.05 are intended to be for the benefit of, and will be enforceable by, each Indemnified Party, his or her 
k k s  and his or her representatives. 

SECTION 5.06 Fees andfipenses. (a) Except as provided below, all fees and expenses incurred in connection with this Agreement, the 
pany Voting Agreement, the Merger and the other transactions contemplated hereby and thereby shall be paid by the party incurring such 

Fses or expenses, whether or not the Merger is consummated. 

Qb) In the event that (i) (A) a Takeover Proposal shall have been made to the Company or its stockholders or any person has publicly 
I 

1 Omrnination, the Company or any of its subsidiaries enters into a definitive agreement to consummate, or consummates, any Takeover Proposal 

~ 

ced an intention (which has not been withdrawn) to make a Takeover Proposal, (B) thereafter this Agreement is terminated by either 
or the Company pursuant to Section 7.01(b)(i) (but only if the Stockholders Meeting has not been held by the date that is five business 
rior to the date of such termination due to a breach of Section 5.01 by the Company) or 7.0l(b)(iii) and (C) within 12 months after such 

(Olely for purposes of this Section 5.06(b)(i)(C), the term "Takeover Proposal" shall have the meaning set forth in the definition of Takeover 
a1 contained in Section 4.02(a) except that all references to 20% shall be deemed references to 50%), (ii) this Agreement is terminated 

pursuant to Section 7.01(f) or (iii) this Agreement is terminated by Parent pursuant to Section 7.01(c), then the Company shall 
equal to $138 million (the "Termination Fee") by wire transfer of same day funds to an account in the United States designated 

in the case of a termination by the Company pursuant to Section 7.01(f), concurrently with such termination, (y) in the case of a 
on by Parent pursuant to Section 7.01(c), within two business days after such termination and (2) in the case of a payment as a result 

o ~ f a n y  event referred to in Section 5.06(b)(i)(C), upon the first to occur of such events. The Company acknowledges that the agreements 
mmtained in this Section 5.06(b) are an integral part of the transactions contemplated by 
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Company Employee (and each Retired Employee) commences participation) in satisfying any applicable deductible or outof-pocket 
requirements under any welfare plans in which such Company Employee (and each Retired Employee) is eligible to participate after the 
Effective Time. 

this Agreement, and that, without these agreements, Parent would not enter into this Agreement; accordingly, if the Company fails promptly to 
pay the amounts due pursuant to this Section 5.06(b), and, in order to obtain such payment, Parent commences a suit that results in a final, non- 
appealable judgment against the Company for the amounts set forth in this Section 5.06(b), the Company shall pay to Parent interest on the 

payment at the prime rate of The Chase Manhattan Bank in effect on the date such payment was required to be made, together with reasonable 
legal fees and expenses incurred in connection with such suit. 

0 amounts set forth in this Section 5.06(b) from and including the date payment of such amount was due to but excluding the date of actual 

(c) If this Agreement is terminated (i) by the Company pursuant to Section 7.01(e) (other than on account of a breach of Section 3.02(d), 
Section 4.03 or Section 5.03) or (ii) by Parent pursuant to Section 7.01(d), then the norrterminating party shall promptly (but not later than five 
business days after receipt of notice of the amount due from the other party) pay to the terminating party an amount equal to all documented 

accounting, financial, public relations and other professional advisors) arising out of, in connection with or related to the Merger or the other 
transactions contemplated by this Agreement ("Oukof-Pocket Expenses") not to exceed $20 million in the aggregate; provided, however, that if 
this Agreement is terminated under the circumstances described in clauses (i) or (ii) above by a party as a result of a willful breach by the noR 
terminating party, the terminating party may pursue any remedies available to it at law or in equity and such party's Omf-Pocket Expenses 
shall not be limited to $20 million. 

out-of-pocket expenses and fees incurred by such terminating party or its affiliates (including fees and expenses payable to all legal, 

0 
SECTION 5.07 [Intentionally omitted]. 

SECTION 5.08 Collective Bargaining Agreements. From and after the Effective Time, Parent shall cause the Surviving Corporation and its 
subsidiaries to honor and continue to be bound by the terms of all collective bargaining agreements to which the Company or any of its 
.subsidiaries is a party (the "Collective Bargaining Agreements"). 

0 
SECTION 5.09 Benefits Matters. (a) For purposes hereof, "Company Employees" shall mean those individuals who are employees of the 

Company and its subsidiaries (including those employees who are on vacation, leave of absence, disability or maternity leave) as of the 
Effective Time. 

(b) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, and shall cause the 
0 Surviving Corporation to, give the Company Employees full credit, for all purposes, under any employee benefit plans or arrangements 

maintained by Parent's (or one of its subsidiaries') water business in the United States, the Surviving Corporation and their respective 
subsidiaries, and in which Company Employees may become eligible to participate for the Company Employees' service with the Company 
and its subsidiaries to the same extent recognized by the Company and its subsidiaries immediately prior to the Effective Time, except for 
purposes of benefit accrual under defined benefit pension plans in which the Company Employees do not participate immediately prior to the 
Effective Time, so long as credit for past service under any such pension plan is also not given to other employees employed in Parent's (or one 
d i t s  subsidiaries') water businesses in the United States or to the extent giving such credit would result in a duplication of benefits (including 

0 51 respect of benefit accrual under defined benefit pension plans) for the same period of service. 

(c) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, and shall cause the 
Surviving Corporation to, (i) waive all limitations as to preexisting conditions, exclusions and waiting periods with respect to participation and 
coverage requirements applicable to the Company Employees and, to the extent applicable, any retired employee constituting a member of the 

iree Group (as defined below) (any such employee a "Retired Employee") under any welfare benefit plans in which such employees may be 
eligible to participate after the Effective Time to the extent waived under the applicable Company Benefit Plan immediately 

A-36 

(d) Parent agrees to honor, and shall cause the Surviving Corporation to honor, the Company Benefit Plans disclosed in the Filed SEC 
Documents or Section 3.01(k)(i) of the Company Disclosure Schedule in accordance with their current terms. Subject to Applicable Law and 
Judgments and obligations under Collective Bargaining Agreements, for a period of 18 months immediately following the Effective Time, 
W e n t  shall, or shall cause the Surviving Corporation to, provide to the Company Employees compensation (including base pay and annual and 
long term incentive opportunities) and employee benefits (including health, welfare, pension, vacation, savings and severance) that are no less 
favorable in the aggregate than those provided to the Company Employees immediately prior to the Effective Time; provided, that for a period 
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o€ 12 months immediately following the Effective Time, Parent shall, or shall cause the Surviving Corporation to, maintain the Company 
Benefit Plans in accordance with their terms as in effect immediately prior to the Effective Time (other than equity or equitybased plans) 
without any adverse amendment thereto or termination thereof (except as required by Applicable Law and Judgments or any Collective 
Bargaining Agreement). Notwithstanding the foregoing, following the Effective Time, there shall be no obligation to provide Company 
Employees with awards of capital stock of any entity or awards of options or other rights of any kind to acquire capital stock of any entity); 
povided, however, that the value of any equitykased compensation provided to Company Employees immediately prior to the Effective Time 

kss favorable in the aggregate than those provided to Company Employees immediately prior to the Effective Time. 
&all be taken into account in determining whether compensation and benefits provided during the 18 months after the Effective Time are no 

(e) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, or shall cause the 
3mviving Corporation to, provide to the Retiree Group (as defined below), without adverse amendment, the postretirement medical and life 
ksuance benefits as in effect immediately prior to the Closing Date (at the same levels, and at the same cost (if any), as in effect immediately 

0 @-or to the Closing Date), provided to Company Employees who are not covered by a Collective Bargaining Agreement and their dependents 
a set forth in the retiree medical plan listed in Section 3.01(k)(i) of the Company Disclosure Schedule (the "Retiree Medical Plan"). The 
"Retiree Group" means each Company Employee who is not (or was not while employed) covered by a Collective Bargaining Agreement and 
who, as of the Closing Date, (i) is either retired under the terms of the Retiree Medical Plan as in effect on the date hereof or (ii) has satisfied 
dl applicable eligibility requirements (under the terms of the Retiree Medical Plan as in effect on the date hereof) necessary to commence 
sxeiving benefits if his or her employment were terminated at the Effective Time. 

(f) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, in the event and to the extent that 
Gmarantor or one of its subsidiaries maintains a qualified employer stock ownership plan for the benefit of employees employed in Parent's or 

e of its subsidiaries' (or one of their respective successors') water business in the United States (a "Guarantor ESOP"), Guarantor shall allow 
d€current non-union Company Employees to participate in such Guarantor ESOP as soon as practicable after the Effective Time. 

0 

(g) Between the date of this Agreement and the Closing Date, the Company shall provide Parent commercially reasonable access to the 
Company Employees for purposes of implementing this Agreement. 

A-31 

(h) The Company shall use its reasonable best efforts to cause the Board of Directors of the Company not to exercise any discretion it 
possesses solely in respect of the transactions contemplated by this Agreement, to expressly set the date when a "change in control" occurs for 

purposes of any applicable individual agreement covering a Participant (other than to deem such "change in control" to occur no earlier tha 
%e Effective Time). 

(i) The Company shall take all action necessary (i) to provide that the component of the Company's Dividend Reinvestment and Stock 
Parchase Plan permitting independent monthly purchases of Company Common Stock (other than purchases of Company Common Stock 

;fp reasonably practicable following the date of this Agreement (but in no event later than immediately following the second stock purchase 
ed solely by reinvestment of Company dividends) (the "DRSPP Stock Purchase Component") shall be indefinitely suspended as promptly 

d following the date of this Agreement under the DRSPP Stock Purchase Component) and (ii) to cause all amounts not yet applied as of 
e of termination of the DRSPP Stock Purchase Component to purchase Company Common Stock under the DRSPP Stock Purchase 
nent to be returned as promptly as practicable following such suspension. 

0 
SECTION 5.10 Public Announcements. Subject to each party's disclosure obligations imposed by law or any applicable securities 

=change, and except with respect to any Adverse Recommendation Change, Parent and Sub, on the one hand, and the Company, on the other 
band, shall, to the extent reasonably practicable, consult and cooperate with each other before issuing, and give each other a reasonable 

ortunity to review and comment upon, any press release or other public statements (other than routine employee communications) with 
,wpect to this Agreement, the Company Voting Agreement, the Merger and the other transactions contemplated hereby and thereby. The 
, d e s  agree that the initial press release to be issued with respect to the transactions contemplated by this Agreement shall be in the form 

1 oheretofore agreed to by the parties. 

I SECTION 5.1 1 Rights Agreement. The Board of Directors of the Company shall take all action necessary in order to render the Company 
I Rights inapplicable to the Merger, the Company Voting Agreement and the performance of this Agreement. 
I 

SECTION 5.12 Stockholder Litigation. The Company agrees that it shall not settle or offer to settle any litigation commenced prior to or 

ing Agreement, the Merger, any other transaction contemplated hereby or thereby, without the prior written consent of Parent (not to be 
I .&er the date hereof against the Company or any of its directors by any stockholder of the Company relating to this Agreement, the Company 

~ measonably withheld or delayed). 

SECTION 5.13 Director Resignations. On the Closing Date, the Company shall cause to be delivered to Parent duly executed resignations, 
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, 
0 .  effective as of the Effective Time, of each member of the Board of Directors of the Company and shall take such other action as is necessary to 

1 accomplish the foregoing. 

, 

le  
ARTICLE VI 

Conditions Precedent 

SECTION 6.01 Conditions to Each Party's Obligation to Efect the Merger. The obligation of eac.. party to effect the Merger is subject to 
satisfaction or waiver on or prior to the Closing Date of the following conditions: 

I 

(a) Stockholder Approval. The Stockholder Approval shall have been obtained. le  

e 

(b) Antitrust. Any waiting period (and any extension thereof) applicable to the Merger under the HSR Act shall have been 
terminated or shall have expired and any other required approval or waiting period under any other similar competition, merger 
control, antitrust or 

A-3 8 

similar law or regulation or the Investment Canada Act, if applicable, the failure of which to obtain or comply with which would 
be reasonably expected to have a material adverse effect, shall have been obtained or terminated or shall have expired. 

(c) No Injunctions or Legal Restraints. No temporary restraining order, preliminary or permanent injunction or other order o 
decree issued by any court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the 
consummation of the Merger shall be in effect (collectively, "Legal Restraints"). 

(d) Required Consents. The Company Required Consents and the Parent Required Consents shall have been obtained prior 
to the Effective Time and shall have become Final Orders. Any reference in this Agreement to the "obtaining" of any such 
Company Required Consents or Parent Required Consents shall mean making such declarations, filings, registrations, giving 
such notice, obtaining such authorizations, orders, consents or approvals and having such waiting periods expire as are, in each 
case, necessary to avoid a violation of law. A "Final Order" for purposes of this Agreement means action by the relevant 
regulatory authority (i) which has not been reversed, stayed, enjoined, set aside, annulled or suspended and (ii) with respect to 
which any waiting period prescribed by Applicable Law or Judgment before the Merger and the other transactions contemplated 
hereby may be consummated has expired, and as to which all conditions to be satisfied before the consummation of such 
transactions prescribed by Applicable Law or Judgment have been satisfied. 0 

(e) Stock Redemption. The Stock Redemption shall have been consummated. 

SECTION 6.02 Conditions to Obligations of Guarantor, Parent andsub. The obligations of Guarantor, Parent and Sub to effect the Merge 
8f1& further subject to the satisfaction or waiver on or prior to the Closing Date of the following conditions: 

e 

e 

~ 

l e  
I 
I 
I 
I 

(a) Representations and Warranties. The representations and warranties of the Company contained herein shall be true and 
correct as of the date of this Agreement and as of the Closing Date with the same effect as though made as of the Closing Date 
(except that the accuracy of representations and warranties that by their terms speak as of a specified date will be determined as 
of such date), other than for such failures to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect. Parent shall have received a certificate signed on behalf of the Company by the chief 
financial officer of the Company to such effect. For the purposes of determining the satisfaction of this condition, the 
representations and warranties of the Company shall be deemed not qualified by any references therein to materiality generally 
or to a material adverse effect. 

(b) Performance of Obligations of the Company. The Company shall have performed in all material respects all obligations 
required to be performed by it under this Agreement at or prior to the Closing Date, and Parent shall have received a certificate 
signed on behalf of the Company by the chief financial officer of the Company to such effect. 

(c) Material Adverse Eflect. No material adverse effect shall have occurred and there shall be no state of facts, change, 
development, effect, condition or occurrence that would reasonably be expected to have a material adverse effect. 

(d) Required Consents. The Final Orders relating to the Company Required Consents and the Parent Required Consents, 
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w together with any consents, approvals, orders, authorizations and declarations that shall have been obtained following the date of 

this Agreement and prior to the Effective Time in connection with any acquisition of any business or person by the Company or 
any of its subsidiaries, shall not individually or in the aggregate impose any terms or conditions, excluding any terms and 
conditions that may be imposed with 

A-39 

respect to the acquisitions contemplated by the agreements dated as of October 15, 1999 between the Company and certain of its 
subsidiaries on one hand, and Citizens Communications Company ("Citizens") and certain of its subsidiaries, on the other hand, 
to acquire certain water and wastewater assets of those Citizens subsidiaries, to the extent reflected or referred to in the Propose 
Decision of ALJ McVicar dated as of September 6,2001 and excluding any terns and conditions that may be imposed to the 
extent attributable to any acquisition of any business or person by Guarantor or any of its subsidiaries with respect to which an 
acquisition agreement is entered into or that is publicly announced or consummated after the date of this Agreement, that would 
reasonably be expected to have a material adverse effect, or a material adverse effect on the combined business, assets, 
properties, condition (financial or otherwise) or results of operations of the Company and Thames Water Holdings, Inc. and thei 
respective subsidiaries taken as a whole. 

e 

e 
SECTION 6.03 Conditions to Obligation of the Company. The obligation of the Company to effect the Merger is further subject to the 

satisfaction or waiver on or prior to the Closing Date of the following conditions: 

(a) Representations and Warranties. The representations and warranties of Guarantor, Parent and Sub contained herein shall 
be true and correct, as of the date of this Agreement and as of the Closing Date with the same effect as though made as of the 
Closing Date (except that the accuracy of representations and warranties that by their terms speak as of a specified date will be 
determined as of such date), other than for such failures to be true and correct that individually or in the aggregate would not 
reasonably be expected to impair in any material respect the ability of Guarantor, Parent or Sub to perform its obligations under 
this Agreement or prevent or materially delay the consummation of any of the transactions contemplated by this Agreement. Th 
Company shall have received a certificate signed on behalf of Guarantor and Parent by a senior officer of each of Guarantor and 
Parent to such effect. For the purposes of determining the satisfaction of this condition, the representations and warranties of 
Guarantor, Parent and Sub shall be deemed not qualified by any references therein to materiality generally or to a material 
adverse effect. 

e 

e 
(b) Performance of Obligations of Parent and Sub. Guarantor, Parent and Sub shall have performed in all material respects 

all obligations required to be performed by them under this Agreement at or prior to the Closing Date, and the Company shall 
have received a certificate signed on behalf of Guarantor and Parent by a senior officer of each of Guarantor and Parent to such 
effect. 

e 
SECTION 6.04 Frustration of Closing Conditions. None of the Company, Guarantor, Parent or Sub may rely on the failure of any 
dition set forth in Section 6.01,6.02 or 6.03, as the case may be, to be satisfied if such failure was caused by such party's failure to use 

)teasonable best efforts to consummate the Merger and the other transactions contemplated by this Agreement, as required by and subject to 
on 5.03. 

0 ARTICLE VI1 

Termination, Amendment and Waiver 

SECTION 7.01 Termination. This Agreement may be terminated, and the Merger contemplated hereby may be abandoned, at any time 
to the Effective Time, whether before or after the Stockholder Approval has been obtained: 

(a) by mutual written consent of Parent, Sub and the Company; 

I 

I 
I (b) by either Parent or the Company: 

I 
I 
I 

(i) if the Merger shall not have been consummated by March 16,2003;provided, however, (A) that the right to terminate this 

~ &tp://www.sec.gov/Archives/edgar/data/3 188 19/000091205701538618/a2062737zprem14a.htm 3/14/0 



Page 81 of 9 

(d) or 6.02(d) to be satisfied, then Parent shall pay the Company an amount equal to $138 million (the "Reverse Fee") by wire transfer of same 
day finds in U.S. dollars to an account in the United States designated by the Company within two business days after (or, in the case of a 
tamination by Parent, concurrently with) such termination. Guarantor and Parent acknowledge that the agreements contained in this 
Section 7.03 are an integral part of the transactions contemplated by this Agreement, and that, without these agreements, the Company would 
wt enter into this Agreement; accordingly, if Parent fails promptly to pay the amounts due pursuant to this Section 7.03, and, in order to obtain 

Prepared by MERRILL CORPORATION e 
Agreement pursuant to this Section 7.01(b)(i) shall not be available to any party whose breach of this Agreement has been the 
primary reason the Merger has not been consummated by such date, (B) that neither Parent nor the Company may terminate 
pursuant to this clause (b)(i) if on such date all conditions in Article VI shall have been satisfied or be capable of being satisfied 
other than the condition set forth in Section 6.01(e), and the Company shall have mailed a notice of redemption to effect the 
Stock Redemption, and (C) that if on such date a condition set forth in Section 6.01(d) or 6.02(d) shall not have been satisfied 
but all other conditions set forth in Article VI shall have been satisfied or be capable of being satisfied, then such date shall be 
extended to September 16,2003; andprovided further, that if on such date (or such extended date pursuant to the immediately 
preceding proviso, as applicable), a condition set forth in Section 6.01(d) or 6.02(d) shall not have been satisfied solely because 
the period described in clause (ii) of the defmition of Final Order set forth in Section 6.01(d) shall not have expired, but all of 
the other conditions set forth in Article VI shall have been satisfied or be capable of being satisfied, such date shall be extended 
to the date of expiration of such period (up to a maximum of 60 days for such extension); 

(ii) if any Legal Restraint of the type referred to in Section 6.01(c) shall be in effect and shall have become final and 
nonappealable (provided that the party seeking to terminate this Agreement pursuant to this Section 7.Ol(b)(ii) shall have used 
its reasonable best efforts to resist, resolve or lift, as applicable, such Legal Restraint); or 

(iii) if, upon a vote at a duly held meeting to obtain the Stockholder Approval, the Stockholder Approval shall not have been 
obtained; 

(c) by Parent in the event an Adverse Recommendation Change has occurred; 

(d) by Parent if the Company shall have breached any of its representations, warranties or covenants contained in this Agreement, 
which breach (A) would give rise to the failure of a condition set forth in Section 6.02(a) or 6.02(b), and (B) has not been cured by the 
Company within twenty business days after its receipt of written notice thereof from Parent; 

(e) by the Company if Parent shall have breached any of its representations, warranties or covenants contained in this Agreement, 
which breach (i) would give rise to the failure of a condition set forth in Section 6.03(a) or 6.03(b), and (ii) has not been cured by Paren 
within twenty business days after its receipt of written notice thereof from the Company; or 

(Q by the Company in accordance with the terms and subject to the conditions of Section 4.02(b). 

e 
Motwithstanding the foregoing, in no event shall Parent terminate this Agreement unless prior to the date of such termination Parent shall have 
.aomplied with Section 7.03 (including paying to the Company the Reverse Fee) if applicable. 

SECTION 7.02 Effect of Termination. In the event of termination of this Agreement by either the Company or Parent as provided in 

'pwided, however, that no such termination shall relieve any party hereto from any liability or damages resulting from a wilful breach by a 

Section 7.01, this Agreement shall forthwith become void and have no effect, without any liability or obligation on the part of Parent, Sub or 
Company, other than the provisions of the last sentence of Section 5.02(a), Section 5.06, this Section 7.02, Section 7.03 and Article VIII; 

p t y  of any of its representations, warranties or covenants set forth in this Agreement. 

A 4 1  
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mch payment, the Company commences a suit that results in a final, nonappealable judgment against Guarantor or Parent for the amounts set 
fMh in this Section 7.03, Parent and Guarantor shall pay to the Company interest on the amounts set forth in this Section 7.03 from and 
icIuding the date payment of such amount was due to but excluding the date of actual payment at the prime rate of The Chase Manhattan Ban 
h effect on the date such payment was required to be made, together with reasonable legal fees and expenses incurred in connection with such 
slrtit. The parties acknowledge and agree that, notwithstanding any other provision in this Agreement to the contrary, the Company's sole and 

amelusive remedy with respect to any and all claims based on or with respect to any failure of Section 3.02(d) to be true and correct or any 
k c h  of Section 4.03(a)(a), 4.03(a)(b)(i), 5.03(a) (to the extent set forth above) or 5.03(b) (to the extent set forth above), in circumstances 
where the Company is entitled to payment of the Reverse Fee (other than any claims resulting from a willful breach by Guarantor or Parent or 

of their respective subsidiaries of Section 3.02(d), 4.03(a)(a), 4.03(a)(b)(i), 5.03(a) (to the extent set forth above) or 5.03(b) (to the extent 
h above)) shall be the payment of the Reverse Fee pursuant to this Section 7.03. 

I I *wafier the Stockholder Approval has been obtained;provided, however, that after the Stockholder Approval has been obtained, there shall be 
I 

SECTION 7.04 Amendment. This Agreement may be amended by the parties hereto at any time prior to the Effective Time, whether before 

d e  no amendment that by law requires further approval by stockholders of the parties without the further approval of such stockholders. Thi 
I 
I ment may not be amended except by an instrument in writing signed on behalf of each of the parties hereto. 

, 
SECTION 7.05 Extension; Waiver. At any time prior to the Effective Time, the parties may (a) extend the time for the performance of any 

&the obligations or other acts of the other parties, (b) waive any inaccuracies in the representations and warranties contained herein or in any 
ment delivered pursuant hereto or (c) waive compliance with any of the agreements or conditions contained hereinprovided, however, 

r the Stockholder Approval has been obtained, there shall be made no waiver that by law requires further approval by stockholders of 
es without the further 
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of such stockholders. Any agreement on the part of a party to any such extension or waiver shall be valid only if set forth in an 
in writing signed on behalf of such party. The failure or delay by any party to this Agreement to assert any of its rights under this 
or otherwise shall not constitute a waiver of such rights nor shall any single or partial exercise by any party to this Agreement of 
ghts under this Agreement preclude any other or further exercise of such rights or any other rights under this Agreement. 

ARTICLE VI11 

General Provisions 

SECTION 8.01 Nonsurvival of Representations and Warranties. None of the representations and warranties in this Agreement or in any 
oins&-urnent delivered pursuant to this Agreement shall survive the Effective Time. This Section 8.01 shall not limit any covenant or agreement 

oftbe parties which by its terms contemplates performance after the Effective Time. 

SECTION 8.02 Notices. All notices, requests, claims, demands and other communications hereunder shall be in writing and shall be 
ed given if delivered personally or one business day after being sent by overnight courier (providing proof of delivery) to the parties at the 

F&wing addresses (or at such other address for a party as shall be specified by like notice): 

if to Guarantor, Parent or Sub, to: 

Thames Water Plc 
Clearwater Court 
Vastern Road 
Reading RG 1 8DB 
United Kingdom 

Attention: Bill Alexander 
Janet Ravenscroft 

I *  with a copy to: 

RWE Aktiengesellschaft 
Opemplatz 1,45128 
Essen, Germany 
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Attention: General Counsel 

e 

with a copy to: 

Cravath, Swaine & Moore 

825 Eighth Avenue 
New York, NY 10019 

0 Worldwide Plaza 

Attention: Peter S. Wilson, Esq. 
Mark I. Greene, Esq. 

e 
if to the Company, to: 

American Water Works Company, Inc. 
1025 Laurel Oak Road 
Voorhees, NJ 08043 

e 

0 

0 

e 

0 

Attention: W. Timothy Pohl 

with a copy to: 

Simpson Thacher & Bartlett 
425 Lexington Avenue 
New York, NY 10017 

Attention: Caroline B. Gottschalk, Esq. 
Peter S .  Malloy, Esq. 

SECTION 8.03 Definitions. For purposes of this Agreement: 

(a) an "affiliate" of any person means another person that directly or indirectly, through one or more intennediaries, controls, is 
controlled by, or is under common control with, such first person; 

(b) "knowledge of the Company" means the actual knowledge of those individuals set forth in Section 8.03(b) of the Company 
Disclosure Schedule; 

(c) "knowledge of Guarantor and Parent" means the actual knowledge of those individuals set forth in Section 8.03(c) of the Parent 
Disclosure Schedule; 

(d) "material adverse effect" means any material adverse change or effect (i) on the business, assets, properties, condition (financial 
or otherwise) or results of operations of the Company and its subsidiaries, taken as a whole, or (ii) which would reasonably be expected 
directly or indirectly, to prevent or materially impede or delay the consummation of the Merger or the other transactions contemplated 
by this Agreement, except in the case of either (i) or (ii) for any change or effect (w) set forth in Section 8.03(d) of the Company 
Disclosure Schedule, (x) relating to fmancial markets or the economy in general, (y) affecting the water services or wastewater services 
industries generally and not specifically relating to the Company or its subsidiaries, or (z) to the extent attributable to or resulting from 
the public announcement of the transactions contemplated by this Agreement or the identity of Guarantor or Parent or their subsidiaries 
as the acquiring person in the Merger including any loss of customers or employees or condemnation proceedings resulting therefrom; 

(e) "person" means an individual, corporation, partnership, joint venture, association, trust, limited liability company, Governmental 
Entity, unincorporated organization or other entity; 

( f )  a "Significant Subsidiary" of any person means any subsidiary of such person that constitutes a significant subsidiary within the 
meaning of Rule 1-02 of Regulation S-X of the SEC; 
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(g) a "subsidiary" of any person means another person (i) of which 50% or more of the capital stock, voting securities, other voting 

ownership or voting partnership interests having voting power under ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no such voting interests, 50% or more of the equity interests) are 
owned or controlled, directly or indirectly, by such first person or (ii) of which such first person is a general partner; and 

0 '  

entity (or, if there are no such equity securities having such voting power, 99% or more of the equity interests) are owned or controlled, 
directly or indirectly, by such first person. 

SECTION 8.04 Interpretation. When a reference is made in this Agreement to a Section, Subsection or Schedule, such reference shall be to 
~ &Section or Subsection of, or a Schedule to, this Agreement unless otherwise indicated. The table of contents and headings contained in this 
~ 'Agreement are for reference purposes only and shall not affect in any way the meaning or interpretation of this 
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Agreement. Whenever the words "include," "includes" or "including" are used in this Agreement, they shall be deemed to be followed by the 
wards "without limitation." The words "hereof," "herein" and "hereunder" and words of similar import when used in this Agreement shall refer 
&this Agreement as a whole and not to any particular provision of this Agreement. The term "or" is not exclusive. The definitions contained in 

greement are applicable to the singular as well a5 the plural forms of such terms. Any agreement or instrument defined or referred to 
in or in any agreement or instrument that is referred to herein means such agreement or instrument as from time to time amended, modified 

0 

msupplemented. References to a person are also to its permitted successors and assigns. 
0 

SECTION 8.05 Guarantee. In connection with the Merger and the other transactions contemplated by this Agreement, Guarantor hereby 
kvocably,  absolutely and unconditionally guarantees the due, punctual and complete performance and payment (and not merely collection) in 
MI of all obligations and liabilities of Parent, Sub and the Surviving Corporation under this Agreement, and of any other person to whom any 

ligations shall be assigned in accordance with Section 8.09, as and when due and payable or required to be performed pursuant to an 
of this Agreement, subject to the terms and conditions thereof (the "Guaranteed Obligations") and agrees that the Company shall be 
enforce directly against Guarantor any of the Guaranteed Obligations. To the fullest extent permitted by Applicable Law, Guarantor 

waives presentment to, demand of payment from and protest to any other person of any of the Guaranteed Obligations, and also waives notice 
ofacceptance of its guarantee and notice of protest for nonpayment. The obligations of Guarantor hereunder shall not be subject to any 
meduction, limitation, impairment or termination for any reason, including any claim of waiver, release, surrender, alteration or compromise, 

d shall not be subject to any defense or setoff, counterclaim, recoupment or termination whatsoever by reason of the invalidity, illegality or 
menforceability of the Guaranteed Obligations, or otherwise. Notwithstanding any of the foregoing, nothing herein shall be deemed to waive 
m limit Guarantor's ability to assert any claims, defenses or other rights that Parent or Sub may have under this Agreement. 

0 
SECTION 8.06 Counterparts. This Agreement may be executed in one or more counterparts, all of which shall be considered one and the 

m e  agreement and shall become effective when one or more counterparts have been signed by each of the parties and delivered to the other 
parties. 

SECTION 8.07 Entire Agreement; No Third-party Beneficiaries. This Agreement, together with the Company Disclosure Schedules, the 
0 isclosure Schedules and the Exhibits (a) constitutes the entire agreement, and supersedes all prior agreements and understandings, both 

nd oral, (other than the Confidentiality Agreement), among the parties with respect to the subject matter hereof and thereof and 
ept for the provisions of Section 5.05, are not intended to confer upon any person other than the parties hereto and thereto (and their 

respective successors and assigns) any rights or remedies. 

SECTION 8.08 Governing Law. This Agreement shall be governed by, and construed in accordance with, the laws of the State of 
~De laware ,  regardless of the laws that might otherwise govern under applicable principles of conflicts of laws thereof. 

SECTION 8.09 Assignment. Neither this Agreement nor any of the rights, interests or obligations hereunder shall be assigned or delegated, 
in whole or in part (except by operation of law), by any of the parties hereto without the prior written consent of the other parties hereto, and 

y attempt to make any such assignment without such consent shall be null and void. Notwithstanding the foregoing, Parent or Sub may 
assign, in its sole discretion, any of or all its respective rights, interests and obligations under this Agreement to Guarantor or to any direct or 
indirect wholly owned subsidiary of Guarantor with written notice to the Company and upon taking of any actions required by the DGCL with 

Ompec t  thereto (including amending this Agreement if necessary), provided that the 
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Company agrees to provide reasonable assistance to Parent with any such actions and agrees to execute any such amendments to this 
Agreement, but no such assignment shall relieve Parent or Sub of any of their respective obligations hereunderprovided, however, that Parent 
a d  such substitute subsidiary shall represent and warrant to the Company, on the day such substitution is to be effective, the representations 
and warranties set forth in Section 3.02;provided furlher, that no action shall be taken that would require the Company to amend or 
supplement in any material respect the Proxy Statement at any time after the Proxy Statement has first been mailed to the Company's 
stockholders or materially delay or impede the consummation of the Merger. Subject to the preceding sentence, this Agreement shall be 
Vmding upon, inure to the benefit of and be enforceable by, the parties hereto and their respective successors and assigns. 

SECTION 8.10 Enforcement. The parties agree that irreparable damage would occur in the event that any of the provisions of this 
Agreement were not performed in accordance with their specific terms or were otherwise breached. It is accordingly agreed that the parties 
shall be entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce specifically the terms and provisions of 
this Agreement in any court of the United States located in the State of Delaware or in any Delaware state court, this being in addition to any 

0 other remedy to which they are entitled at law or in equity. In addition, each of the parties hereto (a) consents to submit itself to the personal 
jwisdiction of any court of the United States located in the State of Delaware or of any Delaware state court in the event any dispute arises ou1 
of this Agreement or the transactions contemplated by this Agreement, (b) agrees that it will not attempt to deny or defeat such personal 
jurisdiction by motion or other request for leave from any such court and (c) agrees that it will not bring any action relating to this Agreement 
or the transactions contemplated by this Agreement in any court other than a court of the United States located in the State of Delaware or a 

Corporation Trust Center, 1209 Orange Street, Wilmington, DE 19801, as its agent upon which process may be served in any such legal actior 
or proceeding. Service of process upon such agent, together with notice of such service given to Guarantor or Parent in the manner specified ii 
Section 8.02 shall be deemed in every respect effective service of process upon Guarantor or Parent in any legal action or proceeding. 

laware state court. By the execution and delivery of this Agreement, each of Guarantor and Parent appoints CT Corporation System, 

SECTION 8.1 1 Severubili@. If any term or other provision of this Agreement is invalid, illegal or incapable of being enforced by any rule 
or law, or public policy, all other conditions and provisions of this Agreement shall nevertheless remain in full force and effect so long as the 
economic or legal substance of the transactions contemplated hereby is not affected in any manner materially adverse to any party. Upon such 

0 determination that any term or other provision is invalid, illegal or incapable of being enforced, the parties hereto shall negotiate in good faith 
to modify this Agreement so as to effect the original intent of the parties as closely as possible in an acceptable manner to the end that 
transactions contemplated hereby are fulfilled to the extent possible. 

SECTION 8.12 Waiver of Jury Trial. Each party waives, to the fullest extent permitted by law, any right it may have to a trial by jury in 
respect of any action, suit or proceeding arising out of or relating to this Agreement or the transactions contemplated by this Agreement. 

0 
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_ _  __  ~ - ~- 

IN WITNESS WHEREOF, Guarantor, Parent, Sub and the Company have caused this Agreement to be signed by their respective officers 
0 thereunto duly authorized, all as of the date first written above. 

RWE AKTIENGESELLSCHAFT, 

By: /s/ RICHARD K L E N  

0 

0 

Name: Richard Klein 
Title: Member of the Executive Board 

BY: /s/ WILLIAM JOHN ALEXANDER 

Name: William John Alexander 
Title: Chief Executive 

THAMES WATER AQUA HOLDINGS GMBH, 

By: lsl RICHARD KLEIN 

Name: Richard Klein 
Title: Member of the Executive Board 

BY: /SI WILLIAM JOHN ALEXANDER 

Name: William John Alexander 
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Title: Chief Executive 

APOLLO ACQUISITION COMPANY, 

By: /s/ JIM MCGIVERN 
0 

Name: Jim McGivern 
Title: Managing Director International 
Business Development 

AMERICAN WATER WORKS COMPANY, INC., 

By: Is/  J. JAMES BARR 
0 

0 

Name: J. James Barr 
Title: President and Chief Executive 
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ANNEX 

PERSONAL AND CONFIDENTIAL 

,September 16,2001 

Board of Directors 
American Water Works Company, Inc. 

0 8025 Laurel Oak Road 
Vaorhees, NJ 08043 

"Ladies and Gentlemen: 

You have requested our opinion as to the fairness from a financial point of view to the holders of the outstanding shares of Common Stock, par 
value $1.25 per share (the "Shares"), of American Water Works Company, Inc. (the "Company") of the $46.00 per Share in cash to be received 

such holders pursuant to the Agreement and Plan of Merger, dated as of September 16,2001, by and among RWE Aktiengesellschaft 
:"Parent"), Thames Water Aqua Holdings GmbH ("Buyer"), a wholly-owned subsidiary of Parent, Apollo Acquisition Company, a wholly 
.awned subsidiary of Buyer, and the Company (the "Agreement"). 

3~Idrnan, Sachs & Co., as part of its investment banking business, is continually engaged in the valuation of businesses and their securities in 
-mnection with mergers and acquisitions, negotiated undenvritings, competitive biddings, secondary distributions of listed and unlisted 
murities, private placements and valuations for estate, corporate and other purposes. We are familiar with the Company having provided 
xrtain investment banking services to the Company from time to time, including having acted as its financial advisor in connection with its 
=ding acquisition of Azurix North America Corp. and Azurix Industrials Corp. and having acted as its financial advisor in connection with, 
.md having participated in certain of the negotiations leading to, the Agreement. We also have provided certain investment banking services to 
%rent from time to time, including having acted as financial advisor to Hochtief AG, a company in which Parent owns an approximately 62% 
quity interest, in connection with its acquisition of Turner Corporation in September 1999, having acted as financial advisor to Parent in 
mnnection with its acquisition of a minority interest in Lahmeyer AG in February 2000, having acted as financial advisor to Parent in 
xmnection with its acquisition of VEW AG in November 2000 and having acted as agent to Thames Water plc, a whollyowned subsidiary of 
Parent, in connection with its public offering of JPY 2,000,000,000 aggregate principal amount of Floating Rate Notes due January 28,2002 in 
faly 2000. We also may provide investment banking services to Parent and its subsidiaries in the future. Dr. Paul Achleitner, a former 
Managing Director of Goldman, Sachs & Co., is a member of the supervisory board of Parent. Goldman, Sachs 8: Co. provides a full range of 
hancial  advisory and securities services and, in the course of its normal trading activities, may from time to time effect transactions and hold 
murities, including derivative securities, of the Company or Parent for its own account and for the accounts of customers. 

!In connection with this opinion, we have reviewed, among other things, the Agreement; Annual Reports to Stockholders and Annual Reports 
Form 10-K of the Company for the three years ended December 3 1,2000; certain interim reports to stockholders and Quarterly Reports on 

Form 10-Q of the Company; certain other communications from the Company to its stockholders; and certain internal financial analyses and 
forecasts for the Company prepared by its management. We also have held discussions with members of the senior management of the 
Company regarding their assessment of the past and current business operations, financial condition and future prospects of the Company. In 

3/14/0 

e 
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addition, we have reviewed the reported price and trading activity for the Shares, compared certain financial and stock market information for 

e Company with similar information for certain other companies the securities of which are publicly traded, reviewed the financial terms of 
certain recent 

E l  

e 

siness combinations in the water utility industry specifically and in other industries generally and performed such other studies and analyses 
as we considered appropriate. 

have relied upon the accuracy and completeness of all of the financial, accounting and other information discussed with or reviewed by us 
and have assumed such accuracy and completeness for purposes of rendering this opinion. In addition, we have not made an independent 
evaluation or appraisal of the assets and liabilities of the Company or any of its subsidiaries and we have not been furnished with any such 

Iuation or appraisal. We were not requested to solicit, and did not solicit, interest from other parties with respect to an acquisition of or other 
iness combination with the Company. Our advisory services and the opinion expressed herein are provided for the information and 

assistance of the Board of Directors of the Company in connection with its consideration of the transaction contemplated by the Agreement and 
mch opinion does not constitute a recommendation as to how any holder of Shares should vote with respect to such transaction. 

Based upon and subject to the foregoing and based upon such other matters as we consider relevant, it is our opinion that as of the date hereof 
$46.00 per Share in cash to be received by the holders of Shares pursuant to the Agreement is fair from a financial point of view to such 

biders. 

e 

Very truly yours, e 
B-2 

e 

Section 262. Appraisal Rights. 

Annex 

DELAWARE GENERAL CORPORATION LAW 

(a) Any stockholder of a corporation of this State who holds shares of stock on the date of the making of a demand pursuant to subsection 
(d) of this section with respect to such shares, who continuously holds such shares through the effective date of the merger or consolidation, 
who has otherwise complied with subsection (d) of this section and who has neither voted in favor of the merger or consolidation nor consented 
hereto in writing pursuant to $ 228 of this title shall be entitled to an appraisal by the Court of Chancery of the fair value of the stockholder's 
shares of stock under the circumstances described in subsections (b) and (c) of this section. As used in this section, the word "stockholder" 

mean and include what is ordinarily meant by those words and also membership or membership interest of a member of a nonstock 

more shares, or fractions thereof, solely of stock of a corporation, which stock is deposited with the depository. 

eans a holder of record of stock in a stock corporation and also a member of record of a nonstock corporation; the words "stock" and "share" 

Omporation; and the words "depository receipt" mean a receipt or other instrument issued by a depository representing an interest in one or 

(b) Appraisal rights shall be available for the shares of any class or series of stock of a constituent corporation in a merger or consolidation to 
effected pursuant to $ 25 1 (other than a merger effected pursuant to Q 25 I(g) of this title), Q 252, 5 254,s 257, $258, Q 263 or 9 264 of this 

title: 
a 

(1) Provided, however, that no appraisal rights under this section shall be available for the shares of any class or series of stock, 
which stock, or depository receipts in respect thereof, at the record date fixed to determine the stockholders entitled to receive notice of 
and to vote at the meeting of stockholders to act upon the agreement of merger or consolidation, were either (i) listed on a national 
securities exchange or designated as a national market system security on an interdealer quotation system by the National Association 
of Securities Dealers, Inc. or (ii) held of record by more than 2,000 holders; and further provided that no appraisal rights shall be 
available for any shares of stock of the constituent corporation surviving a merger if the merger did not require for its approval the vote 
of the stockholders of the surviving corporation as provided in subsection (0 ofg25 1 of this title. 

(2) Notwithstanding paragraph (1) of this subsection, appraisal rights under this section shall be available for the shares of any class 
or series of stock of a constituent corporation if the holders thereof are required by the terms of an agreement of merger or consolidation 
pursuant to $3 25 1,252,254,257,258,263 and 264 of this title to accept for such stock anything except: 
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a. Shares of stock of the corporation surviving or resulting from such merger or consolidation, or depository receipts in 

respect thereof; 

b. Shares of stock of any other corporation, or depository receipts in respect thereof, which shares of stock (or depository 
receipts in respect thereof) or depository receipts at the effective date of the merger or consolidation will be either listed on a 
national securities exchange or designated as a national market system security on an interdealer quotation system by the 
National Association of Securities Dealers, Inc. or held of record by more than 2,000 holders; 

0 

c. Cash in lieu of fractional shares or fractional depository receipts described in the foregoing subparagraphs a. and b. of this 
paragraph; or 

0 d. Any combination of the shares of stock, depository receipts and cash in lieu of fractional shares or fractional depository 
receipts described in the foregoing subparagraphs a, b and c of this paragraph. 

c- 1 

0 
(3) In the event all of the stock of a subsidiary Delaware corporation party to a merger effected under 9253 of this title is not owned 

by the parent corporation immediately prior to the merger, appraisal rights shall be available for the shares of the subsidiary Delaware 
corporation. 

(c) Any corporation may provide in its certificate of incorporation that appraisal rights under this section shall be available for the shares of 
0,- class or series of its stock as a result of an amendment to its certificate of incorporation, any merger or consolidation in which the 

amporation is a constituent corporation or the sale of all or substantially all of the assets of the corporation. If the certificate of incorporation 
m t a i n s  such a provision, the procedures of this section, including those set forth in subsections (d) and (e) of this section, shall apply as nearly 
as is practicable. 

(a) Appraisal rights shall be perfected as follows: 

(1) If a proposed merger or consolidation for which appraisal rights are provided under this section is to be submitted for approval at 
a meeting of stockholders, the corporation, not less than 20 days prior to the meeting, shall notify each of its stockholders who was such 
on the record date for such meeting with respect to shares for which appraisal rights are available pursuant to subsections (b) or 
(c) hereof that appraisal rights are available for any or all of the shares of the constituent corporations, and shall include in such notice a 
copy of this section. Each stockholder electing to demand the appraisal of such stockholder's shares shall deliver to the corporation, 
before the taking of the vote on the merger or consolidation, a written demand for appraisal of such stockholder's shares. Such demand 
will be sufficient if it reasonably informs the corporation of the identity of the stockholder and that the stockholder intends thereby to 
demand the appraisal of such stockholder's shares. A proxy or vote against the merger or consolidation shall not constitute such a 
demand. A stockholder electing to take such action must do so by a separate written demand as herein provided. Within 10 days after 
the effective date of such merger or consolidation, the surviving or resulting corporation shall notify each stockholder of each 
constituent corporation who has complied with this subsection and has not voted in favor of or consented to the merger or consolidation 
of the date that the merger or consolidation has become effective; or 

(2) If the merger or consolidation was approved pursuant to 5 228 or 5 253 of this title, then, either a constituent corporation before 
the effective date of the merger or consolidation, or the surviving or resulting corporation within ten days thereafter, shall notify each of 
the holders of any class or series of stock of such constituent corporation who are entitled to appraisal rights of the approval of the 
merger or consolidation and that appraisal rights are available for any or all shares of such class or series of stock of such constituent 
corporation, and shall include in such notice a copy of this section. Such notice may, and, if given on or after the effective date of the 
merger or consolidation, shall, also notify such stockholders of the effective date of the merger or consolidation. Any stockholder 
entitled to appraisal rights may, within 20 days after the date of mailing of such notice, demand in writing from the surviving or 
resulting corporation the appraisal of such holder's shares. Such demand will be sufficient if it reasonably informs the corporation of the 
identity of the stockholder and that the stockholder intends thereby to demand the appraisal of such holder's shares. If such notice did 
not notify stockholders of the effective date of the merger or consolidation, either (i) each such constituent corporation shall send a 
second notice before the effective date of the merger or consolidation notifying each of the holders of any class or series of stock of 
such constituent corporation that are entitled to appraisal rights of the effective date of the merger or consolidation or (ii) the surviving 
or resulting corporation shall send such a second notice to all such holders on or within 10 days after such effective date; provided, 
however, that if such second notice is sent more than 20 days following the sending of the first notice, such second notice need only be 
sent to each stockholder who is entitled to appraisal rights and who has demanded appraisal of such holder's shares in accordance with 
this subsection. An affidavit of the secretary or assistant secretary or of the transfer agent of the corporation that is required to give 

e-2 
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e 

either notice that such notice has been given shall, in the absence of fraud, be prima facie evidence of the facts stated therein. For 
purposes of determining the stockholders entitled to receive either notice, each constituent corporation may fix, in advance, a record 
date that shall be not more than 10 days prior to the date the notice is given, provided, that if the notice is given on or after the effective 
date of the merger or consolidation, the record date shall be such effective date. If no record date is fixed and the notice is given prior to 
the effective date, the record date shall be the close of business on the day next preceding the day on which the notice is given. 

,) Within 120 days after the effective date of the merger or consolidation, the surviving or resulting corporation or any stockholder who has 
complied with subsections (a) and (d) hereof and who is otherwise entitled to appraisal rights, may file a petition in the Court of Chancery 
demanding a determination of the value of the stock of all such stockholders. Notwithstanding the foregoing, at any time within 60 days after 

e effective date of the merger or consolidation, any stockholder shall have the right to withdraw such stockholder's demand for appraisal and 
&accept the terms offered upon the merger or consolidation. Within 120 days after the effective date of the merger or consolidation, any 

who has complied with the requirements of subsections (a) and (d) hereof, upon written request, shall be entitled to receive from 
ion surviving the merger or resulting from the consolidation a statement setting forth the aggregate number of shares not voted in 
merger or consolidation and with respect to which demands for appraisal have been received and the aggregate number of holders 

asf such shares. Such written statement shall be mailed to the stockholder within 10 days after such stockholder's written request for such a 
mtement is received by the surviving or resulting corporation or within 10 days after expiration of the period for delivery of demands for 
w r a i s a l  under subsection (d) hereof, whichever is later. e 

(0 Upon the filing of any such petition by a stockholder, service of a copy thereof shall be made upon the surviving or resulting corporation, 
which shall within 20 days after such service file in the office of the Register in Chancery in which the petition was filed a duly verified list 
containing the names and addresses of all stockholders who have demanded payment for their shares and with whom agreements as to the valu 
af their shares have not been reached by the surviving or resulting corporation. If the petition shall be filed by the surviving or resulting 
amporation, the petition shalI be accompanied by such a duly verified list. The Register in Chancery, if so ordered by the Court, shall give 

of the time and place fixed for the hearing of such petition by registered or certified mail to the surviving or resulting corporation and to 
ckholders shown on the list at the addresses therein stated. Such notice shall also be given by 1 or more publications at least 1 week 
the day of the hearing, in a newspaper of general circulation published in the City of Wilmington, Delaware or such publication as the 

rt deems advisable. The forms of the notices by mail and by publication shall be approved by the Court, and the costs thereof shall be borne 

e 

e surviving or resulting corporation. 

g on such petition, the Court shall determine the stockholders who have complied with this section and who have become 

ificates to submit their certificates of stock to the Register in Chancery for notation thereon of the pendency of the appraisal 
a1 rights. The Court may require the stockholders who have demanded an appraisal for their shares and who hold stock 

if any stockholder fails to comply with such direction, the Court may dismiss the proceedings as to such stockholder. 

Q After determining the stockholders entitled to an appraisal, the Court shall appraise the shares, determining their fair value exclusive of 
my element of value arising from the accomplishment or expectation of the merger or consolidation, together with a fair rate of interest, if any 

be paid upon the amount determined to be the fair value. In determining such fair value, the Court shall take into account all relevant factors 
L determining the fair rate of interest, the Court may consider all relevant factors, including the rate of interest which the surviving or resulting 
cmporation would have had to pay to borrow money during the pendency of the proceeding. Upon application by the surviving or resulting 
crwporation or by any stockholder entitled to participate in the appraisal proceeding, the 

c-3 

l o  

Court may, in its discretion, permit discovery or other pretrial proceedings and may proceed to trial upon the appraisal prior to the final 
emination of the stockholder entitled to an appraisal. Any stockholder whose name appears on the list filed by the surviving or resulting 

arporation pursuant to subsection (f) of this section and who has submitted such stockholder's certificates of stock to the Register in Chancery 

wader this section. 
.ifsuch is required, may participate fully in all proceedings until it is fmally determined that such stockholder is not entitled to appraisal rights 

(i) The Court shall direct the payment of the fair value of the shares, together with interest, if any, by the surviving or resulting corporation t 
stockholders entitled thereto. Interest may be simple or compound, as the Court may direct. Payment shall be so made to each such 

Gmckholder, in the case of holders of uncertificated stock forthwith, and the case of holders of shares represented by certificates upon the 
.mender to the corporation of the certificates representing such stock. The Court's decree may be enforced as other decrees in the Court of 

Chancery may be enforced, whether such surviving or resulting corporation is a corporation of this State or of any state. 

0) The costs of the proceeding may be determined by the Court and taxed upon the parties as the Court deems equitable in the 
ckmnstances. Upon application of a stockholder, the Court may order all or a portion of the expenses incurred by any stockholder in 
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mnect ion with the appraisal proceeding, including, without limitation, reasonable attorney's fees and the fees and expenses of experts, to be 
darged  pro rata against the value of all the shares entitled to an appraisal. 

(k) From and after the effective date of the merger or consolidation, no stockholder who has demanded appraisal rights as provided in 
subsection (d) of this section shall be entitled to vote such stock for any purpose or to receive payment of dividends or other distributions on th 
m k  (except dividends or other distributions payable to stockholders of record at a date which is prior to the effective date of the merger or 

ownsolidation); provided, however, that if no petition for an appraisal shall be filed within the time provided in subsection (e) of this section, or 
ifsuch stockholder shall deliver to the surviving or resulting corporation a written withdrawal of such stockholder's demand for an appraisal 

d an acceptance of the merger or consolidation, either within 60 days after the effective date of the merger or consolidation as provided in 
ahsection (e) of this section or thereafter with the written approval of the corporation, then the right of such stockholder to an appraisal shall 
mise. Notwithstanding the foregoing, no appraisal proceeding in the Court of Chancery shall be dismissed as to any stockholder without the 
Wroval of the Court, and such approval may be conditioned upon such terms as the Court deems just. 

e 
0) The shares of the surviving or resulting corporation to which the shares of such objecting stockholders would have been converted had 

&sy assented to the merger or consolidation shall have the status of authorized and unissued shares of the surviving or resulting corporation. 

C-4 

0 DIRECTIONS T O  THE AMERICAN WATER WORKS 
COMPANY, INC. SPECIAL MEETING TO BE HELD AT 

THE MANSION ON MAIN STREET 

From PhiladelphiaKenter City: 30 minutes. Take Ben Franklin Bridge to Route 70 East. Follow Route 70 East to Route 73 South. Follow 
73 South to Evesham Road. Turn right on Evesham Road. Follow 172 miles, turn left into Main Street Complex. Entrance is on left. 

From Philadelphia International Air- 40 minutes. Take Walt Whitman Bridge to 42 South to 295 North. Follow to Exit 32 
e 

donfield, Voorhees, Gibbsboro). Turn right on Route 561. Follow 2 miles to Evesham Road. Turn left onto Evesham Road (Mobil Station 
ft). Follow 2 miles, turn right into Main Street Complex. Entrance is on left. 

From Northeast Philadelphia: 30 minutes. Take Tacony Palmyra Bridge to Route 73 South. Follow 73 South to Evesham Road. Turn 
on Evesham Road. Follow 1 '/2 miles, turn left into Main Street Complex. Entrance is on left. 

Fmm Northern New Jerseymew York area: 1 hour and 15 minutes. Take New Jersey Turnpike South to Exit 4. Follow to Route 73 
1 b t h .  Follow 73 South to Evesham Road. Turn right on Evesham Road. Follow 1'12 miles, turn left into Main Street Complex. Entrance is on 

kit. 
I 

From DelawareB3altimore area: 60 minutes. Delaware Memorial Bridge to 295 North. Follow to Exit 32 (Haddonfield, Voorhees, 
sboro). Turn right on Route 561. Follow 2 miles to Evesham Road. Turn left onto Evesham Road (Mobil Station on left). Follow 2 miles, 
ght into Main Street Complex. Entrance is on left. 

- From Atlantic C i t s  50 minutes. Take Atlantic City Expressway to Route 73 North Exit (Tacony Palmyra Bridge). Proceed on Route 73 
, around Berlin Circle, go 2 miles. Turn left on Kresson Road. Follow to second light, Evesham Road. Turn left on Evesham Road and 
to Main Street Complex. Entrance is on left. 

DETACH HERE 

0 

PROXY 
AMERICAN WATER WORKS COMPANY, INC. 

This Proxy is solicited by the Board of Directors of the Company 
for the Special Meeting of Stockholders on January ,2002 

The undersigned, hereby revoking any contrary proxy previously given, hereby appoints J. James Barr and Marilyn Ware, and each of them, 
eys and proxies, with full power of substitution and revocation, to vote all of the shares of the undersigned in American Water Works 
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Company, Inc. (the "Company") entitled to vote at the special meeting of stockholders of the Company on January ,2002, and at any 
adjournment or postponement thereof, as indicated on the reverse side and in accordance with the judgment of said attorneys and proxies on 
any other business which may come before the meeting or any such adjournment or postponement. Except as otherwise indicated on the revers 
side, the undersigned authorizes the proxies appointed hereby to vote all shares of stock of the Company standing in the name of the 
undersigned stockholder. 

THIS PROXY WHEN PROPERLY EXECUTED WILL BE VOTED IN THE MANNER DIRECTED BY THE STOCKHOLDER. 
IF NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED FOR PROPOSAL 1 WITH THE DISCRETIONARY 
AUTHORITY DESCRIBED ABOVE. 

SEE REVERSE 
SIDE CONTINUED AND T O  BE SIGNED ON REVERSE SIDE 

SEE REVERSE 
SIDE 

C/O EquiServe, P.O. Box 9398 
Boston, MA 

0 
Submit your proxy by Internet Submit your proxy by Telephone 

It is fast, convenient, and immediate: 
Call Toll-Free on a Touch-Tone Telephone 
1-877-PRX-VOTE (1-877-779-8683) 

It is fast, convenient, and your vote is immediately 
confirmed and posted. 1-877-PRX-VOTE (1-877- 
779-8683) 

~~ - 

Follow these four easy steps. 

1. Read the accompanying Proxy 
0 Statement and Proxy Card. 

2- Call the toll-free number 
1-877-PRX-VOTE (1-877-779-8683). 
For stockholders residing outside the 
United States, call 1-201-536-8073 on a 
touch-tone telephone for a collect call. 

0 
3. Enter your 14-digit Control Number 

located on your Proxy Card above your 
name. 

3. Follow the recorded instructions. 

Your vote is important! 
Call 1-877-PRX-VOTE anytime 

Follow these four easy steps. 

1. Read the accompanying Proxy 
Statement and Proxy Card. 

2. Go the Website 
http:Nwww.eproxyvote.com/awk 

3.  Enter your 14-digit Control Number 
located on your Proxy Card above your 
name. 

4. Follow the instructions provided. 

Your vote is important! 
Go to http://www .eproxyvote.com/awk anytime 

Do not return your Proxy Card if you are  submitting a proxy by Telephone or  Internet 

Please note that all proxies submitted via the Telephone or  Internet must be submitted prior to 5:OO p.m. EDST, January ,2002 
e 
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THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THE ADOPTION OF THE 

AGREEMENT AND PLAN OF MERGER 

0 

Please mark your vote as in this example. 

I 2- 

e 

~ 

Proposal to adopt the Agreement and Plan of Merger, dated as of September 16,2001, among American Water Works Company, Inc., 
RWE Aktiengesellschaft, Thames Water Aqua Holdings GmbH and Apollo Acquisition Company, as the merger agreement may be 
amended from time to time. 

R 1 I AGAINST I I ABSTAIN 1 I 

e 

e 

The Board of Directors recommends a vote "FOR' the proposal. 

MARK HERE FOR 
ADDRESS CHANGE AND I 1  
NOTE TO LEFT 

Please return your signed proxy at once in the enclosed envelopes, 
which requires no postage if mailed in the United States, even though 
you expect to attend the meeting in person. 

Please date and sign below. If ajoint account, each owner should 
sign. When signing in a representative capacity, please give title. 
Please sign here exactly as name is printed hereon. 

QuickLinks 

TABLE OF CONTENTS 

COMPANIES 
TIHE SPECIAL MEETING 
-ME MERGER 
XEE -_ h l E R G t R  AGREEMENT 
&PPRAISAL, RIGHTS 

MANAGEMENT 

TICLE I The Merger 
GU-ICLE 1 1  conversion of Securities 

ARTICLE IV Covenants Relating to Conduct of Business 
m!RTICLE I l l  Representations and Warranties 

&RTICLE VI1 Termination. Amendment and Waivfr 
STICLE. VI11 General Provisions 
DELAWARE GENERAL CORPORATION LAW e 
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QuickLinks -- Click here to rapidly navigate through this document 
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r )  

UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

SCHEDULE 14A 

Proxy Statement Pursuant to Section 14(a) of 
the Securities Exchange Act of 1934 

I 

I W Z e d  by a Party other than the Registrant I I 
Filed by the Registrant Id 

Check the appropriate box: 
!! Preliminary Proxy Statement 
! j r  
M Definitive Proxy Statement 

Confidential, For Use of the Commission Only (as permitted by Rule 14a6(e)(2)) 

Definitive Additional Materials 
Soliciting Material Pursuant to Rule 14a-12 

AMERICAN WATER WORKS COMPANY, INC. 

Page 1 o f 9  

_ _  

(Name of each Registrant as Specified in its Charter) 

(Name of Person(s) Filing Proxy Statement, if other than the Registrant) 

ent of Filing Fee (Check the appropriate box): 

No fee required. 
Fee computed on table below per Exchange Act Rules 14@6(i)(4) and 0-1 1. 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange Act Rule 01 l(a)(2) and identify the filing for which the 
offsetting fee was paid previously. Identify the previous filing by registration statement number, or the Form or Schedule and the 
date of its filing. 

% 
f! 

Y 

VI * 
(1) Amount previously paid: 

(2) Form, Schedule or Registration Statement No.: * 
(3) Filing Party: 

, 
I 
I 

AMERICAN WATER WORKS COMPANY, INC. 
1025 Laurel Oak Road 
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Voorhees, New Jersey 08043 
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Dear Fellow Stockholder: 
I *  
1 

1 

As you may know, on September 16,2001, we entered into a merger agreement with RWE Aktiengesellschaft and Thames Water Aqua 
Holdings GmbH, which is RWE's holding company for its global water business, to merge with a subsidiary of RWE and become a wholly 
owned indirect subsidiary of RWE. A special meeting of stockholders of American Water Works will be held on Thursday, January 17,2002 a 
9 3 0  a.m. local time, to consider a proposal to adopt the merger agreement so that the merger can occur, The meeting will be held at the 
Pennsylvania Convention Center, West Concourse, lp and Arch Streets, Philadelphia, Pennsylvania. Notice of the special meeting is 

e enclosed. 

Upon completion of the merger, you will be entitled to receive $46.00 in cash for each share of common stock that you own. This price 
represents a 37.2% premium over the average closing price per share over the 30 trading days prior to September 10,2001, and a 29.5% 
premium over the highest closing share price our stock ever obtained prior to the public announcement of the merger agreement. The receipt of 
cash in exchange for your shares of common stock in the merger will constitute a taxable transaction for U.S. federal income tax purposes. 

* This proxy statement gives you detailed information about the special meeting and the merger and includes the merger agreement as Annex 
A. We encourage you to read the proxy statement and the merger agreement carefully. 

Our board of directors has, by a unanimous vote, approved the merger agreement and determined that the merger agreement and the merger 
are fair to and in the best interests of American Water Works and our stockholders. In connection with its evaluation of the merger, the board o 
directors considered a number of factors, including the written opinion of Goldman, Sachs & Co., delivered on September 16,2001 to the 

eboard of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of September 16,2001, the $46.00 in cash 
per share to be received by holders of American Water Works common stock pursuant to the merger agreement, was fair from a financial point 
of view to those holders. The Goldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works 
common stock or cumulative preferred stock, 5% series should vote with respect to the merger. The written opinion of Goldman Sachs is 
attached as Annex B to the enclosed proxy statement, and you should read it in its entirety. 

i, Your vote is important. We cannot complete the merger unless holders of a majority of the voting power of our outstanding common stock 
(which is entitled to one vote per share) and cumulative preferred stock, 5% series (which is entitled to onetenth of a vote per share), voting 
together as a single class, vote to adopt the merger agreement. Our board of directors recommends that you vote "for"the proposal to adopt th 
merger agreement. The failure of any stockholder to vote on the merger will have the same effect as a vote against the merger. 

Stockholders owning or controlling a total of 25,989,476 shares of common stock as of the date of the merger agreement, which represents 
approximately 26% of all outstanding votes, have entered into a voting agreement in which they agreed to vote in favor of adopting the merger 

*agreement. In addition, each of our directors and executive officers (including some who have entered into the voting agreement) has indicated 
that he or she intends to vote his or her own shares in favor of the proposal 

to adopt the merger agreement. Whether or not you plan to attend the special meeting, please complete, sign and date the accompanying proxy 
*card and return it in the enclosed prepaid envelope. You may also submit a proxy by telephone or Internet by following the instructions in the 

proxy statement and on the enclosed proxy card. If you attend the special meeting, you may revoke your proxy and vote in person if you wish 
to do so. 

The board of directors and management of American Water Works appreciate your continuing interest and support of our company, and we 
hope you will support this exciting transaction. 

Sincerely, 
* 

I 
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, 
~ Marilyn Ware J James Barr 
~ Chairman of the Board of Directors Chief Execzr five O f f e r  and President 

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 
TO BE HELD JANUARY 17,2002 

TO THE HOLDERS OF: 

COMMON STOCK 
CUMULATIVE PREFERRED STOCK, 5% SERIES 
5% CUMULATIVE PREFERENCE STOCK * 

We are pleased to notify you of and invite you to a special meeting of stockholders. At the meeting, holders of common stock and 
cumulative preferred stock, 5% series will be asked: 

. 
to vote on a proposal to adopt the Agreement and Plan of Merger, dated as of September 16,200 1 , among American Water 
Works, RWE Aktiengesellschaft, a company organized under the laws of the Federal Republic of Germany, Thames Water 
Aqua Holdings GmbH, a company organized under the laws of the Federal Republic of Germany and a wholly owned 
of RWE, and Apollo Acquisition Company, a Delaware corporation and a wholly owned subsidiary of Thames Water Holdings; 
and 

* 

. 
8 to consider any other matters that are properly brought before the special meeting or any adjournments or postponements of the 

special meeting. 

Only holders of record of common stock and cumulative preferred stock, 5% series at the close of business on December 4,2001 may vote a 
the special meeting. 

a We urge you to read the accompanying proxy statement carefully as it sets forth details of the proposed merger and other important 
information related to the merger. 

Under Delaware law, holders of our common stock who do not vote in favor of the merger agreement will have the right to seek appraisal of 
the fair value of their shares as determined by the Delaware Court of Chancery if the merger is completed, but only if they submit a written 
demand for such an appraisal prior to the vote on the merger agreement and they comply with the Delaware law procedures explained in the 

+accompanying proxy statement. 

Your vote is important. Whether or not you plan to attend the special meeting, please complete, sign and date the accompanying proxy card 
and return it in the enclosed prepaid envelope. You may also submit a proxy by telephone or Internet by following the instructions in the proxy 
statement and on the enclosed proxy card. If you attend the special meeting, you may revoke your proxy and vote in person if you wish to do 
so. 

By Order of the Board of Directors, 

W. Timothy Pohl 
General CounseI and Secretary 

~ I)Voorhees, New Jersey 
~ December 5,2001 

, 
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I 

I 
I 

Please note that only stockholders of American Water Works as of the record date, December 4,2001, or their authorized 
representatives, may attend the special meeting. If you plan to attend the meeting in person, please be sure to bring photo identification 
with you. Additionally, if you hold your stock through a broker or bank, please be sure to bring proof of your beneficial ownership as o 
the record date, such as a letter or account statement from your broker or bank. 

I, 

(I 

AMERICAN WATER WORKS COMPANY, INC. 
1025 Laurel Oak Road 

Voorhees, New Jersey 08043 
856-346-8200 

0 
PROXY STATEMENT 

FOR THE SPECIAL MEETING OF STOCKHOLDERS 
January 17,2002 

This proxy statement is being furnished to our stockholders in connection with the solicitation of proxies by our board of directors to be used 
e at a special meeting of our stockholders to be held at the Pennsylvania Convention Center, West Concourse, 12*and Arch Streets, 

Philadelphia, Pennsylvania, on Thursday, January 17,2002, at 9:30 a.m., local time, and any adjournments or postponements thereof, 

At the special meeting, the stockholders will be asked to consider and vote upon a proposal to adopt the agreement and plan of merger dated 
as of September 16,2001, among American Water Works, RWE Aktiengesellschaft, a company organized under the laws of the Federal 
Republic of Germany, Thames Water Aqua Holdings GmbH, a company organized under the laws of the Federal Republic of Germany and a 
wholly owned subsidiary of RWE, and Apollo Acquisition Company, a Delaware corporation and a wholly owned subsidiary of Thames Wate 
Holdings. In the merger, Apollo will merge into American Water Works with American Water Works continuing as the surviving corporation 
and an indirect wholly owned subsidiary of RWE. 

Subject to the terms and conditions of the merger agreement, upon consummation of the merger each issued and outstanding share of our 
common stock, other than shares held by stockholders who validly exercise appraisal rights (as discussed in this proxy statement), will 
automatically be canceled and cease to exist and will be converted into the right to receive a per share amount equal to $46.00 in cash, without 
interest. Prior to the merger and as a condition to completing the merger, we will redeem (1) each issued and outstanding share of our 
cumulative preferred stock, 5% series for a redemption price of $25.25 per share plus an amount equal to full cumulative dividends thereon to 
the redemption date and (2) each issued and outstanding share of our 5% cumulative preference stock for a redemption price of $25.00 per 
share plus an amount equal to fill cumulative dividends thereon to the redemption date. 

Upon the consummation of the merger, stockholders of American Water Works will have no further interest in the surviving corporation, A e copy of the merger agreement is attached to this proxy statement as Annex A. 

In connection with the proposed merger, appraisal rights will be available to those holders of the common stock of American Water Works 
who do not vote in favor of adoption of the merger agreement and who otherwise comply with the requirements of Section 262 of the Delaware 
General Corporation Law, a copy of which is included as Annex C to this proxy statement. You should read the section entitled "Appraisal 
Rights" in this proxy statement for a discussion of the procedures to be followed in asserting appraisal rights under Section 262 in connection 

0 with the proposed merger and the full text of Section 262, which is included as Annex C to this proxy statement. 

AMERICAN WATER WORKS' BOARD OF DIRECTORS, AFTER CAREFUL CONSIDERATION, HAS APPROVED AND DECLARED 
ADVISABLE THE MERGER AGREEMENT, HAS DETERMINED THAT THE MERGER IS FAIR TO, AND IN THE BEST INTERESTS 
OF, AMERICAN WATER WORKS AND ITS STOCKHOLDERS, AND RECOMMENDS THAT THE STOCKHOLDERS VOTE "FOR" 
ADOPTION OF THE MERGER AGREEMENT AT THE SPECIAL MEETING. * 

~ 

1 

, ' 

Our board of directors has fixed the close of business on December 4,2001 as the record date for the special meeting and only holders of 
tzcord of common stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record 
date, there were outstanding and entitled to vote 100,014,382 shares of common stock (one vote per share) and 101,777 shares of cumulative 
preferred stock, 5% series (one-tenth of a vote per share). 
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11 r) 

A- 
B- 
C- 

SUMMARY TERM SHEET 

This summary term sheet highlights important information in this proxy statement and does not contain all of the information that is 
0 

h p r t a n t  to you. You should carefully read this entire proxy statement and the other documents we refer you to for a more complete 
tanding of the matters being considered at the special meeting. In addition, we incorporate by reference important business and financial 

rmation about American Water Works into this proxy statement. You may obtain the information incorporated by reference into this proxy 
ent without charge by following the instructions in the section entitled "Where You Can Find More Information." 

oposed Transaction 

. 
In the merger, a wholly owned indirect subsidiary of RWE will merge into American Water Works with American Water Works 

and it will operate under the name American Water Works. 
I continuing as the surviving corporation. American Water Works will become the Americas division of RWE's water business 

~* 
Upon consummation of the merger each issued and outstanding share of our common stock, other than shares held by 
stockholders who validly exercise appraisal rights (as discussed in this proxy statement), will automatically be canceled and 
cease to exist and will be converted into the right to receive a per share amount equal to $46.00 in cash, without interest. 

I) 
As a result of the merger, we will cease to be an independent, publicly traded company and will become an indirect, wholly 
owned subsidiary of RWE. 

e Companies (see page 10) 

://www.sec.gov/Archives/edgar/data/3 188 19/000091205701542014/a2064964zdefm14a.htm 3/14/0 



Prepared by MERRJLL CORPORATION 0 Page 7 of 9 
I American Water Works 

American Water Works is the largest publicly traded enterprise devoted exclusively to the water and wastewater business in the United 
States. On November 7,2001, we completed the acquisition of Azurix North America C o p  and Azurix Industrials C o p ,  which expanded our 
presence into the southeastern and northwestern United States and three Canadian provinces. American Water Works and its subsidiaries now 

approximately twelve million in 28 states and Canada. In addition, we have received the necessary approvals from the states of Arizona, 
Illinois, Indiana, Ohio and Pennsylvania for our purchase of the water and wastewater assets of Citizens Communications Company, a mulh 
utility holding company. The California Public Utility Commission approved our acquisition of Citizens' water and wastewater assets in that 
state in September 2001, but that approval is still subject to appeal. On August 30,2001, we announced an agreement to sell our New England 
operations to Kelda Group Plc for approximately $1 18 million in cash plus the assumption of approximately $1 15 million in debt. 

*,have approximately 6,300 employees and provide water, wastewater and other water resource management services to a population of 

* RWE 

RWE is a global multi-utility company that does business, through its subsidiaries and affiliates, in over 120 countries. Its core businesses 
are electricity, gas, water, and waste and recycling. 

Tliames Water Holdings * 
Thames Water Aqua Holdings GmbH, which we will refer to in this proxy statement as Thames Water Holdings, is the holding company for 

dl of RWE's global water business. In 2000, R W  acquired Thames Water Plc, the leading supplier of water and wastewater service in the 
United Kingdom. 

"Ihames Water Plc is a subsidiary of Thames Water Holdings and, after the merger, American Water Works will be a subsidiary of Thames 
Water Holdings as well. 

Apollo Acquisition Company 

Apollo Acquisition Company, which we will refer to in this proxy statement as Apollo, is a Delaware corporation formed solely for the 
purpose of merging into American Water Works and has not conducted any unrelated activities since its organization. Apollo is a wholly 
owned subsidiary of Thames Water Holdings. 

What You Will Be Entitled to Receive Upon Completion of the Merger (see page 31) 

* Upon completion of the merger, you will be entitled to receive $46.00 in cash, without interest, for each share of common stock that you 
own, plus any declared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record 
date and the date on which the merger is completed. Prior to the merger and as a condition to completing the merger, we will redeem (1) each 
issued and outstanding share of our cumulative preferred stock, 5% series for a redemption price of $25.25 per share plus an amount equal to 
k11 cumulative dividends thereon to the redemption date and (2) each issued and outstanding share of our 5% cumulative preference stock for a 
dempt ion  price of $25.00 per share plus an amount equal to full cumulative dividends thereon to the redemption date. * 

After we complete the merger, Thames Water Holdings or one of its wholly owned subsidiaries will be the sole stockholder of American 
er Works. 

The Special Meeting (see page 11) 

~ e Date, Time and Place of the Special Meeting 

~ 

The special meeting is scheduled to be held as follows: 

e Date: January 17,2002 

Time: 9:30 a.m., local time 

Place: Pennsylvania Convention Center, West Concourse, 12th and Arch Streets, 
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I Proposal to be Considered at the Special Meeting 

~ 

At the special meeting, you will be asked to vote on a proposal to adopt the merger agreement. A copy of the merger agreement is attached 
;as Annex A to this proxy statement. ' *  

I Record Date 

I 
Our board of directors has fixed the close of business on December 4,2001 as the record date for the special meeting and only holders of 

m o r d  of common stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record 
date, there were outstanding and entitled to vote 100,014,382 shares of common stock (one vote per share) and 101,777 shares of cumulative 
preferred stock, 5% series (one-tenth of a vote per share). 

I 

, I 

Voting Rights; Vole Required for Adoption 

Each share of common stock entitles its holder to one vote on all matters properly coming before the special meeting and each share of 
cumulative preferred stock, 5% series entitles its holder to onetenth of a vote on all matters properly coming before the special meeting. The 
presence in person 

2 

It IR representation by proxy of stockholders entitled to cast a majority of the votes of all outstanding shares entitled to vote on the proposal to 
adopt the merger agreement, considered together, shall constitute a quorum for the purpose of considering that proposal. 

I f  you hold your shares in an account with a broker or bank, you must instruct the broker or bank on how to vote your shares. If an executed 
proxy card returned by a broker or bank holding shares indicates that the broker or bank does not have authority to vote on the proposal to 
adopt the merger agreement, the shares will be considered present at the meeting for purposes of determining the presence of a quorum, but 

r) will not be voted on the proposal to adopt the merger agreement. This is called a broker nonuote. Your broker or bank will vote your shares 
only if you provide instructions on how to vote by following the instructions provided to you by your broker or bank. 

Under Delaware law and our certificate of incorporation, the proposal to adopt the merger agreement must be adopted by the affirmative vot 
d t h e  holders of a majority of the votes represented by all of the outstanding shares of common stock and cumulative preferred stock, 5% 
series, voting together as a single class, with each share of common stock entitled to one vote and each share of cumulative preferred stock, 5% 

a series entitled to one-tenth of a vote. Abstentions and broker non-votes will have the same effect as  a vote against the proposal to adopt 
the merger agreement. 

Some of our major stockholders (including some of our directors) holding, at the time of the signing of the merger agreement, 25,989,476 
shares of our common stock representing approximately 26% of the total votes entitled to be cast at the special meeting have entered into a 
voting agreement with Thames Water Holdings obligating those stockholders to vote their shares in favor of the transaction. In addition, each 
of our directors and executive officers (including some who have entered into the voting agreement) has indicated that he or she intends to vote 

0 his or her own shares in favor of the proposal to adopt the merger agreement. If our directors and officers and the other major stockholders 
party to the voting agreement vote their shares for the proposal to adopt the merger agreement, approximately 28.6% of the voting power of ou 
outstanding common stock and cumulative preferred stock, 5% series will have voted for the proposal to adopt the merger agreement. This 
means that holders of only an additional 21.5% of the voting power of all shares entitled to vote at the meeting would need to vote for the 
proposal to adopt the merger agreement in order for it to be adopted. 

* Voting and Revocation of Proxies 

After carefully reading and considering the information contained in this proxy statement, you should complete, date and sign your proxy 
card and mail it in the enclosed return envelope as soon as possible so that your shares are represented at the special meeting. You can also vote 
in person at the meeting, but we encourage you to submit your proxy now in any event. You can also submit your proxy by telephone by 
calling the number on your proxy card or over the Internet by going to the web site designated on your proxy card. Unless you specify to the 

I *contrary on your proxy card, all of your shares represented by valid proxies will be voted "for" the proposal to adopt the merger agreement. 

Please do not send in your stock certificates with your proxy card. After the merger is completed, a separate letter of transmittal will be 
mailed to you which will enable you to receive the merger consideration. 

I http://www.sec.gov/Archives/edgar/data/3 188 19/000091205701542014/a2064964zdefm14a.htm 31 1410 
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Until exercised at the special meeting, you can revoke your proxy and change your vote in any o f  the following ways: 

* 
. 

by delivering written notification to American Water Works' General Counsel and Secretary at our executive offices at 1025 
Laurel Oak Road, Voorhees, New Jersey 08043; 

1) 

by delivering a proxy of a later date by mail, Internet or telephone in the manner described in this proxy statement; 

I 
I 

by attending the special meeting and voting in person. Your attendance at the meeting will not, by itself, revoke your proxy- 
you must vote in person at the meeting; or 

I *  
I . 
I if you have instructed a broker or bank to vote your shares, by following the directions received from your broker or bank to 
I change those instructions. 

3 * 
Questions and Additional Information 

For additional information regarding the procedure for delivering your proxy see "The Special Meetin-LVoting and Revocation of Proxies" 
*d "The Special Meeting-Solicitation of Roxies." 

If you have more questions about the merger or how to submit your proxy, or if you need additional copies of this proxy statement or the 
sslciosed proxy card or voting instructions, you should contact Georgeson Shareholder Communications Inc. at 1 1 1 Commerce Road, Carlstadt 
New Jersey 07072, or by telephone at 1-866-324-8874 or American Water Works' General Counsel and Secretary at our executive offices at 

Laurel Oak Road, Voorhees, New Jersey 08043, or by telephone at 856346-8223. 

mmendations of Our Board of Directors (see page 17) 
* 

After careful consideration, our board of directors unanimously: 

. 
determined that the merger agreement, the merger and the transactions contemplated thereby are fair to, and in the best interests 
of, American Water Works and its stockholders; 

I) 

approved and declared advisable the merger agreement; and 

* 
recommended that our stockholders vote to adopt the merger agreement. 

1 Our board of directors recommends that you vote"for" the proposal to adopt the merger agreement at the special meeting. 

inion of Financial Advisor (see page 19) 

On September 16,2001, Goldman Sachs delivered its oral opinion, which was subsequently confirmed in writing as of September 16,2001, 

ember 16,2001, the $46.00 in cash per share of American Water Works common stock to be received by the holders of American Water 
a t b e  American Water Works board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of 

s common stock pursuant to the merger agreement was fair from a financial point of view to those holders. 

* The full text of the written opinion of Goldman Sachs, which sets forth assumptions made, matters considered and limitations on the 
undertaken in connection with the opinion, is attached as Annex B to this proxy statement. Goldman Sachs provided its opinion 
information and assistance of the American Water Works board of directors in connection with its consideration of the merger. 

- 

oldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works common stock or 
mulative preferred stock, 5% series should vote with respect to the merger. We urge you to read the opinion in its entirety. 
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~ 

~ 

~ 

1 

In considering the recommendation of our board of directors to vote for the proposal to adopt the merger agreement so that the merger can 
occur, you should be aware that some of our executive officers and members of our board of directors have interests in the merger that may be 
in addition to or different from the interests of our stockholders generally. The members of the American Water Works board of directors were 
aware of these interests and considered them at the time they approved the merger. These interests include the following: 

I. 

* 
Stock options held by our officers and directors will be treated in the same manner as stock options held by other American 
Water Works employees. Upon the consummation of the merger, all unvested options for common stock and other stockbased 
rights issued under our stock incentive plans will vest and become exercisable. Also, at the time of the merger, RWE 

4 

will cash out all the options to purchase common stock at a price equal to the excess, or the spread, of the $46.00 in cash per 
share merger consideration over the per share exercise price of each option. * 

. 
Each of our executive officers has entered into a change in control agreement with us. These agreements provide that, if within 
three years afier the merger, the officer's employment terminates without cause (as defined in the agreements) or for good reaso 
(as defined in the agreements), the officer will receive certain severance benefits. 

I) . 
After the merger, J. James Barr, President and Chief Executive Officer, Ellen C. Wolf, Vice President and Chief Financial 
Officer, Daniel L. Kelleher, Senior Vice President of our American Water Works Service Company subsidiary, W. Timothy 
Pohl, General Counsel and Secretary, Joseph F. Harhett, Jr., Treasurer, and Robert D. Severs, Comptroller (the "executive 
officers"), each will be entitled to receive, upon termination of their employment with American Water Works, a lump sum 
payment equal to the present value of each of their respective accrued benefits under either the Supplemental Executive 
Retirement Plan or the Supplemental Retirement Plan, as applicable. I) 

. 
Each of our executives and nofiemployee directors may elect to receive payment of his or her account under our Executive and 
Director Deferred Compensation Plans (subject to a 5% early withdrawal penalty) within one year after the merger. 

After the merger, each of our executive officers and other key employees will be eligible to receive retention bonuses equal to a 
multiple of their current base salary (2, 1.50, 1.25 or .75, depending upon the level of the employee), with (1) 75% of the bonus 
amount payable on the date of the merger, so long as the employee continues to be employed on such date, and (2) the 
remaining 25% payable upon the earlier to occur of a specified date (without regard to whether or not the merger actually 
occurs) or six months after the date of the merger (assuming the employee continues to be employed on such date). The 25% of 
the bonus amount is also subject to accelerated payment upon a termination of employment by us without cause or by the 
employee for good reason after the merger. 

II) 

* 
. 

Upon completion of the merger, J. James Barr, our President and Chief Executive Officer and a member of our board of 
directors, will become President and Chief Executive Officer of RWE's combined water operations in North and South America 
and be elected a director of Thames Water PIC. In addition, upon completion of the merger, Marilyn Ware, chairman of our 
board of directors, will be elected a member of the Thames International Advisory Council. * 

aterial U.S. Federal Income Tax Consequences (see page 27) 

1 The receipt of $46.00 in cash for each share of our common stock pursuant to the merger will be a taxable transaction for U.S. federal 
ses. For U.S. federal income tax purposes, each of our stockholders generally will realize taxable gain or loss as a result of the 
by the difference, if any, between $46.00 per share and the adjusted tax basis in that share owned by the stockholder. For 
ation regarding material U.S. federal income tax consequences of the merger to our stockholders, see "The Merger-Material 
me Tax Consequences of the Merger to our Stockholders." 

I 5 

, 
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1 Regulatory Approvals (see page 26) 

~ 

Utilities Regu Iation 

American Water Works and its subsidiaries have a business presence in 28 states and Canada and are regulated by state agencies in 21 of 
those states. Under applicable state laws, the merger may not be consummated until it is approved by certain of those state regulatory agencies 
in accordance with their respective laws. We currently anticipate regulatory review in Arizona, California, Connecticut, Illinois, Kentucky, 
Maryland, New Hampshire, New Jersey, New Mexico, New York, Pennsylvania, Virginia and West Virginia. Approval in Connecticut and 
New Hampshire will not be required if the sale of our properties in those states to Kelda Group PIC is completed prior to the completion of the 
merger. We believe that we will only be required to file advisory letters in Hawaii, Iowa, Missouri, Tennessee and Texas. We estimate that it 

*will take at least a year to complete the required regulatory reviews and obtain the required regulatory approvals. The merger agreement may 
ibe terminated by either American Water Works or RWE if the required regulatory approvals are not obtained by September 16,2003, subject t 
a60 day extension for any regulatory waiting period that has not yet expired by September 16,2003, if all other conditions are satisfied. 

We believe that regulatory agencies with jurisdiction over the transaction will consider whether it is in the public interest, whether RWE, 
Thames Water Holdings and Thames Water PIC are financially, technologically and managerially suitable to control the American Water 

*Works subsidiaries that are regulated by the particular agency and the ability of those subsidiaries to continue to provide safe, adequate and 
=liable service to the public through their plant, equipment and manner of operation. We believe that the large size, accompanying financial 
msources and technical expertise of RWE, Thames Water Holdings and Thames Water PIC, as well as their commitment to customer service, 
a e c t i v e  employee relations, strong community service and safe environmental practices, will be found adequate to permit the American Wate 
Works subsidiaries to continue as well-run, customer-oriented water utilities and for the merger to result in benefits to their current and future 
customers, employees and operations. We therefore expect all state regulatory approvals necessary to consummate the transaction will be 
obtained. It is a condition to the closing of the merger that all such required state regulatory approvals be obtained and that these regulatory 

*approvals not impose terms or conditions which would reasonably be expected to have a material adverse effect on us or on us and Thames 
Water Holdings' U.S. subsidiaries, taken as a whole, While we do not anticipate any such terms or conditions, we cannot assure you that this 
condition will be met. 

Antitrust Regulation 

@ Under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules promulgated thereunder by the Federal Trade 
Commission, the merger may not be completed until notifications have been given and certain information has been furnished to the FTC and 

e Antitrust Division of the Department of Justice and the applicable waiting period has expired or been terminated. We expect to file 
notification and report forms under the HSR Act with the FTC and the Antitrust Division during the spring of 2002. It is a condition to the 
closing of the merger that the waiting period under the HSR Act with respect to the merger expire, or the FTC and the Antitrust Division grant 
early termination of the waiting period under the HSR Act. 

The Merger Agreement (see page 31) 
a 

Conditions to the Merger (seepage 38) 

Conditions to Each Party's Obligations. Each party's obligation to complete the merger is subject to the satisfaction or waiver of the 
@Illowing conditions: 

we must obtain the adoption of the merger agreement by the affirmative vote of the holders of a majority of the votes 
represented by all the outstanding shares of our common stock and our cumulative preferred stock, 5% series, voting together as 
a single class, with each share of our 

6 

common stock entitled to one vote and each share of cumulative preferred stock, 5% series, entitled to Moth of a vote; ~* 
the waiting period applicable to the completion of the merger under the HarbScott-Rodino Antitrust Improvements Act shall 
have expired or been terminated; I 

I 
I 
I 

I 
. 
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any other required approval or waiting period under any other similar competition, merger control, antitrust or similar law or 
regulation, the failure of which to obtain or comply with would reasonably be expected to have a material adverse effect on us, 
shall have been obtained or terminated or shall have expired; 

there must not be in effect any temporary restraining order, preliminary or permanent injunction or other order or decree issued 
by a court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the completion of the 

* 

* merger; . 
all required regulatory approvals under the laws and judgments of any state public utility commission, state public service 
commission or similar state regulatory body must have been obtained and must not have been reversed, enjoined or suspended 
and any waiting periods or conditions thereto must be expired or satisfied; 

all material required regulatory approvals under the laws and judgments of any public health departments, environmental 
protection agencies or of any federal or state regulatory body having jurisdiction over similar matters shall have been obtained 
and must not have been reversed, enjoined or suspended and any waiting periods or conditions thereto must be expired or 
satisfied; and 

the redemption of our outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock, must be 
completed. 

(I, 

. 
* 

Conditions to RWE's, Thames Water Holdings'andApoIlo's Obligations. The obligation of RWE, Thames Water Holdings and Apollo to 
complete the merger is subject to the satisfaction or waiver of the following additional conditions: 

. 
our representations and warranties must be true and correct as of the date of the merger agreement and as of the closing date, 
except representations and warranties that speak as of an earlier date, which must be true and correct as of that earlier date, other 
than any failure to be true and correct that would not reasonably be expected to have a material adverse effect on us; 

we must have performed in all material respects all obligations that we are required to perform under the merger agreement prio 
to the closing date; 

no material adverse effect on us shall have occurred and there must be no state of facts, change, development, effect, condition 
or occurrence that would reasonably be expected to have a material adverse effect on us; and 

the required regulatory approvals for the merger and other regulatory approvals obtained between the date of the merger 
agreement and the closing date in connection with acquisitions by us must not impose any terms or conditions that would 
reasonably be expected to have a material adverse effect on us or on Thames Water Holdings' U.S. subsidiaries and us, taken as 

Ir 

. 

il) 

e a whole. 

Conditions to American Water Works' Obligations. Our obligation to complete the merger is subject to the satisfaction or waiver of the 
following additional conditions: 

* RWE, Thames Water Holdings and Apollo's representations and warranties must be true and correct as of the date of the merger 
agreement and as of the closing date, except representations and warranties that speak as of an earlier date which must be true 
and correct as of that earlier date, other than any failure to be true and correct that would not reasonably be expected to impair in 
any material respect the ability of RWE, Thames Water Holdings or Apollo to perform 

7 
al 

its obligations under the merger agreement or prevent or materially delay the completion of the merger; and 

. * RWE, Thames Water Holdings and Apollo must have performed in all material respects all obligations that each of them are 
required to perform under the merger agreement prior to the closing date. 

I 
~ 

Termination of the Merger Agreement (see page 41) 
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The merger agreement may be terminated at any time prior to the completion of the merger, whether before or after stockholder approval has 

* 

* 

by mutual written consent of American Water Works, Thames Water Holdings and Apollo; 

by either American Water Works or Thames Water Holdings, if: 
. 

the merger is not completed on or before March 16,2003, except that: 
(i) 

this right to terminate will not be available to any party whose failure to comply with the merger agreement has 
been the primary reason the merger has not been completed by that date; 

the date will be extended to September 16,2003, if all conditions are satisfied other than obtaining the required 
regulatory approvals, and the date will be further extended up to an additional 60 days for any waiting period in 
respect of a regulatory approval that has not yet expired if all other conditions are satisfied; and 

neither party may terminate if all other conditions are satisfied other than the consummation of the redemption of 
our cumulative preferred stock, 5% series and 5% cumulative preference stock and American Water Works has 
mailed the notices of redemption; 

(ii) 

(iii) 

any order, injunction or other legal restraint or prohibition that prevents the completion of the merger is in effect and has 
become final and nonappealable; or 

our stockholders do not approve the merger agreement at the special meeting; 
. 

. 
by Thames Water Holdings if: . 

our board of directors withdraws or modifies in a manner adverse to RWE its recommendation for approval of the 
merger agreement or recommends to our stockholders any takeover proposal by a third party; or 

we have breached any of our representations or warranties, other than any failures of our representations and warranties 
to be true and correct that individually or in the aggregate would not reasonably be expected to have a material adverse 
effect, or materially breached any covenants in the merger agreement and the breach is not cured within 20 business days 
after written notice of the breach is delivered; or 

by us if: 

. 
Thames Water Holdings has breached any of its representations or warranties, other than any failures of its 
representations and warranties to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect, or materially breached any covenants in the merger agreement and the breach 
is not cured within 20 business days after written notice of the breach is delivered; or 

prior to obtaining stockholder approval, our board of directors authorizes us to enter into an agreement with respect to a 
takeover proposal from a third party concurrently with such termination, provided that we have complied with the 
provisions of the merger agreement described below under "The Merger Agreement-No Solicitation of Other Offers," 
including the payment to Thames Water Holdings of the $138 million termination fee described below. 

8 

Termination Fees (see page 42) 
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The merger agreement provides that upon termination in specified circumstances we must pay to Thames Water Holdings a termination fee 

of $138 million. In addition, upon termination in certain other specified citcumstances, Thames Water Holdings must pay to us a termination 
fee of $138 million. See "The Merger AgreemenGTermination Fees." 

0 

Appraisal Rights (see page 45) 

Stockholders who do not wish to accept the $46.00 per share cash consideration payable pursuant to the merger may seek, under Delaware 
law, judicial appraisal of the fair value of their shares by the Delaware Court of Chancery. This value could be more or less than or the same as 
the merger consideration of $46.00 in cash per share. This right of appraisal is subject to a number of restrictions and technical requirements. 
Generally, in order to exercise appraisal rights, among other things: 

* 

. 
you must not vote in favor of the proposal to adopt the merger agreement; 

* 
. 

you must make a written demand on us for appraisal in compliance with Delaware law before the vote on the proposal to adopt 
the merger agreement at the special meeting; and * 
you must hold your shares of record continuously from the time of making a written demand for appraisal until the effective 
time of the merger. 

Merely voting against the merger agreement will not preserve your right of appraisal under Delaware law. Also, because a submitted proxy 
not marked "against" or "abstain" will be voted for the proposal to adopt the merger agreement, the submission of a proxy not marked "against" 

nominee to take the steps necessary to enable you to assert appraisal rights. If you or your nominee fails to follow all of the steps required by 
the statute, you will lose your right of appraisal. 

e or "abstain" will result in the waiver of appraisal rights. If you hold shares in the name of a broker or other nominee, you must instruct your 

Annex C to this proxy statement contains the relevant provisions of the Delaware statute relating to your right of appraisal. 

9 

Ir 
American Water Works Company, Inc. 

THE COMPANIES 

American Water Works is the largest publicly traded enterprise devoted exclusively to the water and wastewater business in the United 
States. The core business of American Water Works is the ownership of common stock of utility companies providing water and wastewater 
services. American Water Works refers to the combination of it and its utility subsidiaries as the "American Water System." The American 
Water System has functioned for over 50 years. Each subsidiary operates independently, yet shares in the benefits of size and identity afforded 
by the American Water System. In addition to its utility subsidiaries, some of American Water Works' subsidiaries engage in nonregulated 
businesses. For example, American Water Services, Inc. is focused on the growing contract operations segment of the water and wastewater 
narket, and American Water Resources is a subsidiary formed to invest in water and wastewatewelated products and services. 

I 

~ 

~ 

~ 

~ 

I 
On November 7,2001, we completed the acquisition of Azurix North America Corp. and Azurix Industrials Corp., which expanded our e 3resence into the Southeastern and northwestern United States and three Canadian provinces. American Water Works and its subsidiaries now 

have approximately 6,300 employees and provide water, wastewater and other water resource management services to a population of 
approximately twelve million in 28 states and Canada. In addition, we have received the necessary approvals from the states of Arizona, 
Illinois, Indiana, Ohio and Pennsylvania for our purchase of the water and wastewater assets of Citizens Communications Company, a multi 
dtility holding company. The California Public Utility Commission approved our acquisition of Citizens' water and wastewater assets in that 
state in September 2001, but that approval is still subject to appeal. On August 30,2001, we announced an agreement to sell our New England 
aperations to Kelda Group Plc for $1 18 million in cash plus the assumption of $1 15 million in debt. 

4D 
Each utility subsidiary is subject to the rules of both federal and state environmental protection agencies, particularly with respect to the 

quality of water distributed. In addition, with one exception, the utility subsidiaries function under economic regulations prescribed by state 
regulatory commissions. 
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~ * The executive offices of American Water Works are located at 1025 Laurel Oak Road, P.O. Box 1770, Voorhees, New Jersey 08043, 
~ telephone 856-346-8200. 

~ RWE Aktiengesellschaft 

~ 

l 'are electricity, gas, water, and waste and recycling. RWE's worldwide water activities are managed through RWE's wholly owned subsidiary, ' Thames Water Holdings. RWE, which was founded in 1898, is a company organized under the laws of the Federal Republic of Germany. 
~ R W s  executive offices are located at Opernplatz 1,45128 Essen, Germany, telephone 49201-1200. 

Thames Water Aqua Holdings GmbH 

RWE is a global multi-utility company that does business, through its subsidiaries and affiliates, in over 120 countries. Its core businesses 

I 
I 

1 

, * Thames Water Holdings is a wholly owned subsidiary of RWE. Thames Water Holdings is the holding company for all of RWE's global 
water business. In 2000, RWE acquired Thames Water Pic, the leading supplier of water and wastewater services in the United Kingdom. 
Thanes Water PIC is a subsidiary of Thames Water Holdings and, after the merger, American Water Works will be a subsidiary of Tharnes 
Water Holdings as well. Thames Water Holdings is a company organized under the laws of the Federal Republic of Germany. Its executive 
offices are located at Opemplatz 1,45128 Essen, Germany, telephone 49-201-1200. 

aApollo Acquisition Company 

Apollo Acquisition Company is a Delaware corporation formed solely for the purpose of merging into American Water Works and has not 
conducted any unrelated activities since its organization. Apollo is a wholly owned subsidiary of Thames Water Holdings. The executive 
oflices of Apollo are located at Clearwater Court, Vastern Road, Reading RG1 SDB, United Kingdom, telephone 44-1 18-373-8420. 

* 10 

THE SPECIAL MEETING 
r)  

This proxy statement is furnished in connection with the solicitation of proxies by our board of directors in connection with a special meetin 
of our stockholders. 

Date, Time and Place of the Special Meeting 

* The special meeting is scheduled to be held as follows: 

Date: January 17,2002 

Time: 9:30 a.m., local time 

Place: Pennsylvania Convention Center, West Concourse, 12th and Arch Streets, * 
Philadelphia, Pennsylvania 

Proposal to be Considered a t  the Special Meeting 

(I At the special meeting, you will consider and vote upon a proposal to adopt an agreement and plan of merger, dated as of September 16, 
NOl, among American Water Works, RWE, Thames Water Holdings and Apollo. A copy of the merger agreement is attached as Annex A to 
&is proxy statement. 

~ BbcordDate 

~ 

~ % c o r d  of common stock and cumulative preferred stock, 5% series on the record date are entitled to vote at the special meeting. On the record 
Our board of directors has fixed the close of business on December 4,200 1 as the record date for the special meeting and only holders of 

, there were outstanding and entitled to vote 100,014,382 shares of common stock (one vote per share) and 101,777 shares of cumulative 
rred stock, 5% series (one-tenth of a vote per share). I 

I 
I 

~ 
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Each share of common stock entitles its holder to one vote on all matters properly coming before the special meeting and each share of 
cumulative preferred stock, 5% series entitles its holder to onetenth of a vote on all matters properly coming before the special meeting. The 
presence in person or representation by proxy of stockholders entitled to cast a majority of the votes of all outstanding shares entitled to vote on 
the proposal to adopt the merger agreement, considered together, shall constitute a quorum for the purpose of considering that proposal. 

0 

~ 

1 
~ 

If you hold your shares in an account with a broker or bank, you must instruct the broker or bank on how to vote your shares. If an executed * proxy card returned by a broker or bank holding shares indicates that the broker or bank does not have authority to vote on the proposal to 
adopt the merger agreement, the shares will be considered present at the meeting for purposes of determining the presence of a quorum, but 
will not be voted on the proposal to adopt the merger agreement. This is called a broker nonuote. Your broker or bank will vote your shares 
only if you provide instructions on how to vote by following the instructions provided to you by your broker or bank. 

Under Delaware law and our certificate of incorporation, the proposal to adopt the merger agreement must be adopted by the affirmative vot 

series, voting together as a single class, with each share of common stock entitled to one vote and each share of cumulative preferred stock, 5% 
series entitled to one-tenth of a vote. 

0 of the holders of a majority of the votes represented by all of the outstanding shares of common stock and cumulative preferred stock, 5% 

11 

* 
Abstentions and broker non-votes will have the same effect as a vote against the proposal to adopt the merger agreement. 

Some of our major stockholders (including some of our directors) holding 25,989,476 shares of our common stock representing 
approximately 26% of the total votes entitled to be cast at the special meeting have entered into a voting agreement with Thames Water 

#Holdings obligating those stockholders to vote their shares in favor of the transaction. In addition, each of our directors and executive officers 
(including some who have entered into the voting agreement) has indicated that he or she intends to vote his or her own shares in favor of the 
proposal to adopt the merger agreement. If our directors and officers and the other major stockholders party to the voting agreement vote their 
shares for the proposal to adopt the merger agreement, 28.6% of the voting power of our outstanding common stock and cumulative preferred 
stock, 5% series will have voted for the proposal to adopt the merger agreement. This means that holders of only an additional 2 1.5% of the 
voting power of all shares entitled to vote at the meeting would need to vote for the proposal to adopt the merger agreement in order for it to be 
adopted. Votes will be tabulated by our transfer agent, Equiserve Trust Company, N.A. 

Voting and Revocation of Proxies 

I, 

Stockholders of record may submit proxies by mail, by Internet, or by telephone. Stockholders who wish to submit a proxy by mail should 
mark, date, sign and return the proxy card in the envelope furnished. Stockholders of record who wish to submit a proxy by Internet may do so 
by going to the website, www.eproxyvote.com/awk. Stockholders of record who wish to submit a proxy by telephone may do so by calling k 
877-PRX-VOTE (1-877-779-8683). Telephone and Internet proxy submission procedures are designed to verify stockholders through use of a 
voter control number that is provided on each proxy card. Stockholders who hold shares beneficially through a nominee (such as a bank or 
broker) may be able to submit a proxy by telephone or the Internet if those services are offered by the nominee. If you hold your shares through 
anominee, please check the proxy card provided by your nominee to determine whether telephone andor Internet voting are available to you. 

Proxies received at any time before the special meeting, and not revoked or superseded before being voted, will be voted at the special 
*meeting. Where a specification is indicated by the proxy, it will be voted in accordance with the specification. Where no specification is 

indicated, the proxy will be voted ”for” the proposal to adopt the merger agreement and in the discretion of the persons named in the proxy wit 
respect to any other business that may properly come before the meeting or any adjournment of the meeting. Our board of directors is not 
currently aware of any business to be brought before the special meeting other than that described in this proxy statement. 

I Please do not send in your stock certificates with your proxy card. If the merger is completed, a separate letter of transmittal will be 
amailed to you which will enable you to receive the merger consideration. 

Until your proxy is exercised at the special meeting, you can revoke your proxy and change your vote in any of the following ways: 

by delivering written notification to American Water Works‘ General Counsel and Secretary at our executive offices at 1025 
Laurel Oak Road, Voorhees, New Jersey 08043; I. 

I . 
I by delivering a proxy of a later date by mail, Internet or telephone in the manner described herein; 
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by attending the special meeting and voting in person. Your attendance at the meeting will not, by itself, revoke your proxy; you 
must vote in person at the meeting; or 

1) 

. 
if you have instructed a broker or bank to vote your shares, by following the directions received from your broker or bank to 
change those instructions. 

Solicitation of Proxies 
* 

We will bear the expenses in connection with the solicitation of proxies. Arrangements will also be made with brokerage houses and other 
mstodians, nominees and fiduciaries for the forwarding of solicitation material to the beneficial owners of common stock held of record by 

persons, and we may reimburse them for their reasonable transaction and clerical expenses. Solicitation of proxies will be made 
ipally by mail. Proxies may also be solicited in person, or by telephone, facsimile, telegram or other means of communication, by our 

$ansaction expenses incurred by them in connection with these services. We have retained Georgeson Shareholder Communications Inc., a 
olicitation firm, for assistance in connection with the solicitation of proxies for the special meeting at an anticipated cost of 
mately $10,000 plus reimbursement of reasonable oukof-pocket expenses. 

*officers and regular employees. These people will receive no additional compensation for these services, but will be reimbursed for any 

Questions and Additiona! Information * 
If  you have more questions about the merger or how to submit your proxy, or if you need additional copies of this proxy statement or the 

enclosed proxy card or voting instructions, you should contact Georgeson Shareholder Communications Inc. at 11 1 Commerce Road, Carlstadt 
New Jersey 07072, or by telephone at 1-866-324-8874 or our General Counsel and Secretary at our executive offices at 1025 Laurel Oak Road, 
Voorhees, New Jersey 08043, or by telephone at 856346-8223, 

e 13 

THE MERGER 

ckground 

American Water Works has over the years implemented a growth strategy by participating in the increasing trend toward consolidation in th 

estor-owned water utility business in the United States. American Water Works has also been aware of the increasing trends of privatization 
l 

~ I)dglobal water industry assets and multknational acquisition and ownership of water utilities. 

water industry in the United States. This strategy has helped make American Water Works the largest and most geographically diverse 

American Water Works first learned of RWE's interest in a possible transaction on May 21,2001, when William Alexander, the Chief 
Executive Officer of Thames Water Plc (a subsidiary of Thames Water Holdings), contacted J. James Barr, President and Chief Executive 
C"icer of American Water Works. This initial contact was followed by a meeting on May 25,2001 between Mr. Barr, Ellen C. Wolf, Vice 
President and Chief Financial Officer of American Water Works, Mr. Alexander and Christopher Bunker, Chief Financial Officer of Thames 

Plc. At that meeting, Messrs. Alexander and Bunker discussed with Mr. Barr and Ms. Wolf the potential acquisition of American Water 
by RWE through Thames Water Holdings. During these discussions, Mr. Alexander indicated that RWE was considering a proposed 

price of $41 .OO per share of American Water Works common stock. Mr. Barr stated that American Water Works would consider the offer 

On June 7,2001, the American Water Works board of directors held a special meeting to receive management's report concerning RWE's 
osal at which its legal advisors, Simpson Thacher & Bartlett, were present. Representatives of Simpson Thacher & Bartlett advised the 

rican Water Works board of directors regarding their fiduciary duties in connection with their consideration of the 
by RWE. American Water Works' senior management then made various presentations concerning RWE's proposal. At 
erican Water Works board of directors was of the view that RWE's $41 .OO proposal was not attractive, given American 

usmess strategies and growth prospects. The American Water Works board of directors considered the strategic alternatives 
milable  to American Water Works and authorized Mr. Barr to engage in further exploratory discussions with RWE to determine if RWE 
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1 * would be willing to offer a higher price. Mr. Barr informed the board of directors that American Water Works intended to retain Goldman, 
I Sachs & Co. as financial advisor to American Water Works in connection with RWE's proposal. Subsequently, American Water Works 
~ executed an engagement letter with Goldman Sachs, dated as of June 14,2001, to act as its financial advisor in connection with a potential 
1 transaction with RWE. 

1 On June 8,2001, Mr. Barr contacted Mr. Alexander by telephone and indicated that the American Water Works board of directors was not 1 * interested in a proposal for an acquisition at $41.00 per share and that any offer must reflect American Water Works' full value as the leading 

1 publicly owned water and water services company in the United States. On June 11,2001, Mr. Alexander contacted Mr. Barr to indicate that 
RWE would be willing to consider an increase in the price offered if RWE were permitted to conduct a due diligence investigation to better 1 understand American Water Works' performance and prospects. 

On June 26,2001, RWE, Thames Water PIC and American Water Works entered into a confidentiality agreement. Thereafter, management a of American Water Works and its legal and fmancial advisors met with management of Thames Water Plc and its legal and financial advisors 
to provide limited additional information about American Water Works. On July 11,2001, Mr. Alexander informed Mr. Barr by telephone and 
in writing that RWE was pleased with what it had learned about American Water Works to date and had increased its offer to $45.00 per share 
of American Water Works common stock. Mr. Alexander also added that the offer was subject to completion of satisfactory due diligence, 
approval by the supervisory board of RWE, as well as negotiation of a mutually acceptable merger agreement and stockholder voting 
agreement. 

14 

On July 12,2001, the American Water Works board of directors held a special meeting to consider RWE's revised proposal at which 
representatives of Simpson Thacher & Bartlett were present. At this meeting, Mr. Barr advised the American Water Works board of directors ' of the progress of negotiations and the board determined that it would hold another meeting on July 16,2001 to further consider the proposal. 
At the July lGh meeting, representatives of Goldman Sachs reviewed with the American Water Works board of directors various topics relatin 
to American Water Works and the revised RWE proposal. Each of Goldman Sachs and management also discussed with the American Water 
Works board of directors other strategic options available to American Water Works as an independent company or in other business 
combinations, including the assessment by Goldman Sachs of the likelihood that (based on knowledge of the industry but without having made 
specific inquiries) other companies would be interested in making an offer to acquire or merge with American Water Works. After lengthy 

r) discussion, the American Water Works board of directors authorized management to hold further discussions with RWE and to allow RWE to 
proceed with additional fmancial and legal due diligence to determine if it would be willing to offer a higher price. The board of directors also 
discussed at length several transaction terms that would be important in evaluating any final proposal, including fiduciary termination rights, 
aegulatory matters, employee and retiree benefits and covenants governing the conduct of business between signing and closing. 

On July 17,2001, Mr. Barr contacted h4r. Alexander and stated that he was not prepared to recommend the $45.00 offer to the American a Water Works board of directors but that American Water Works would be willing to provide additional financial and legal due diligence 
materials to RWE to allow RWE to determine if it would be willing to offer a higher price for American Water Works' common stock. 
W. Alexander responded that although he believed RWE had already made its best offer, he would instruct RWE representatives to continue 
due diligence and would discuss internally whether RWE would reconsider its offer. On July 18,2001, Ms. Wolf had a conference call with 
Mr. Bunker to discuss detailed arrangements for further due diligence. During the first two weeks of August, members of American Water 
Works management met with representatives of RWE as part of RWE's additional legal and fmancial due diligence. 

On August 8,2001, Mr. Barr had breakfast with Mr. Alexander to discuss the progress of negotiations. Mr. Barr reiterated to Mr. Alexander 
&at he was not prepared to recommend the $45.00 offer to the board and that any offer to acquire American Water Works must address certain 
contractual areas of importance to American Water Works. 

On Friday, August 10,2001, Ms. Wolf and Daniel Kelleher, Senior Vice President of the American Water Works Service Company, met 
with Mr. Bunker and Jim McGivern, Managing Director, International Business Development of Thames Water PIC, to discuss the operating 

agreement and a draft stockholder voting agreement. On August 13,2001, Mr. Barr called Mr. Alexander to indicate that substantial issues had 

included terms acceptable to American Water Works. American Water Works' legal advisors did this and on August 17,200 1 , RWE responded 
with a revised draft merger agreement, and representatives of the parties commenced negotiations of the merger agreement. 

*covenants of a potential merger agreement. The next day, Cravath, Swaine & Moore, legal advisors to RWE, distributed a draft merger 

en raised by the draft merger agreement and that American Water Works would respond with an alternative draft merger agreement that 

, 

' a On Sunday, August 19,2001, Mr. Barr met with Mr. Alexander for breakfast to discuss the progress of negotiations. During that 
1 mnversation, Mr. Alexander reiterated his strong belief in the transaction and presented RWE's final proposal which included a price of $46.00 

are of American Water Works common stock. That conversation was followed by a written proposal from Mr. Alexander on behalf of 
46.00 per share proposal. Mr. Alexander also indicated that RWE was fully prepared to resolve all remaining contract 

://www.sec.gov/Archivesledgarldata/3 188 19100009 120570 15420 141a2064964zdefm14a.htm 311410 



' Prepared by MERRILL CORPORATION 
15 

* Page 19 of 9 

indicated that he would seek RWE's supervisory board approval on Wednesday, August 22,2001 and Mr. Barr indicated that he would present 
RWE's proposal to the American Water Works board of directors that same day. 

~ 

Between the afternoon of Sunday, August 19,200 1, and the afternoon of Tuesday, August 21,2001, members of American Water Works' 
management and representatives of Simpson Thacher & Bartlett met with members of RWE's management and representatives of Cravath, 
Swaine & Moore to continue negotiating the merger agreement. On the afternoon of Tuesday, August 21,2001, Mr. Barr called Mr. Alexander 
to express concern regarding the progress of negotiations. Mr. Alexander assured Mr. Barr that RWE was committed to the transaction on 
terms acceptable to American Water Works' management. On Tuesday evening, representatives of the management and legal advisors of 

*American Water Works met with representatives of the management and legal advisors of RWE at the offices of Simpson Thacher & Bartlett t 
continue to negotiate the merger agreement. 

Discussions between the advisors of American Water Works and RWE continued throughout the evening of Tuesday, August 2 1,2001 and 
the morning of Wednesday, August 22,2001 but did not result in a mutually acceptable merger agreement. Representatives of RWE informed 
representatives of American Water Works that the RWE supervisory board had approved the transaction generally at a meeting held in 

*Gemany on the morning of August 22,2001. During the afternoon of that day, the American Water Works board of directors met to discuss 
the progress of negotiations. The board of directors was advised of events since the last board meeting on July 12,200 1. Mr. Barr indicated that 
the parties had not reached a mutually acceptable merger agreement and that he could not recommend that the board of directors approve 
R W s  proposal at that time. The American Water Works board of directors discussed the matters raised by Mr. Barr, concurred with his 
recommendations and did not take any further action at this meeting. After the meeting, Mr. Barr called Mr. Alexander to indicate that the 
American Water Works board of directors had discussed but not approved the transaction. 

On Friday, August 24,2001, Mr. Alexander delivered a letter to Mr. Barr expressing his commitment to the transaction and interest in 
e 

scheduling a meeting with Mr. Barr. 

On Monday, August 27,2001, Dr. Dietmar Kuhnt, the President and Chief Executive of RWE, delivered a letter to Mr. Barr and Marilyn 
Ware, Chairman of the American Water Works board of directors, expressing his continued commitment to the transaction. Mr. Barr responded 
in writing to Dr. Kuhnt expressing his disappointment in the negotiations to date. e 

Between August 27,2001 and September 4,2001, advisors of American Water Works and advisors of RWE continued to discuss the terms 
of apotential transaction in an effort to overcomk any remaining differences between the parties. On September 4,2001, Mr. Alexander 
telephoned Mr. Barr to indicate RWE's continuing interest in reaching an agreement with American Water Works. Mr. Barr indicated that he 
would discuss RWE's interest at a regular American Water Works' board meeting scheduled for September 6,200 1. 

* On September 6,2001, the American Water Works board of directors held a regularly scheduled meeting at which it discussed the proposed 
$-ansaction with RWE and the strategic options available to American Water Works. At this meeting, the American Water Works board of 
directors discussed the probability of receiving offers to acquire American Water Works from other suitable buyers at a price higher than that 
coffered by RWE and various strategies for continuing to negotiate with RWE. 

On September 7,2001, Mr. Barr indicated to Mr. Alexander that American Water Works would deliver a revised draft merger agreement to 
eRWE, and they decided to arrange a meeting between representatives of each company for September 10,2001. Later that day American Water 

Works' management delivered a revised draft merger agreement to RWE. 

16 

e 
On September 10,2001, Mr. Barr and Ms. Wolf met with Mr. Alexander, Mr. McGivern, Mr. Bunker and Dr. Richard Klein, a member of 

the executive board of RWE, to discuss the proposed merger agreement. Following that meeting, Mr. Barr and Mr. Alexander directed their 
respective management and advisor teams to continue to negotiate the merger agreement. Negotiations were interrupted on the morning of 
September 11,2001 when the terrorist attacks occurred in New York and Washington, D.C., but continued later that week after management of 
American Water Works and RWE determined to proceed with the negotiations. 

On Sunday, September 16,2001, the American Water Works board of directors held a special meeting to consider the RWE proposal with 
Pepresentatives of both Simpson Thacher & Bartlett and Goldman Sachs present. The American Water Works board of directors was advised of 
events relating to the transaction since the board meeting on August 22,200 1. A representative of Simpson Thacher & Bartlett advised the 
American Water Works board of directors of their legal duties in connection with considering the proposed transaction. A representative of 
Goldman Sachs then reviewed with the American Water Works board of directors Goldman Sachs' financial analyses with respect to the 

* 
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proposed transaction. Following this presentation, Goldman Sachs orally delivered its opinion to the board of directors of American Water 
Works, which was subsequently confirmed in writing, to the effect that, as of September 16,2001, the $46.00 in cash per share of American 
Water Works common stock to be received by the holders of American Water Works common stock pursuant to the merger agreement was fair 
from a financial point of view to those holders. In addition, at this meeting, a representative of Simpson Thacher & Bartlett reviewed with the 
board of directors the terms of the merger agreement (including changes made since the August 22"heeting of the board of directors) and the 
voting agreement. Mr. Barr recommended approval of the transaction to the board of directors based on the terms and conditions of the draft 

directors unanimously determined that the merger agreement, the merger and the transactions contemplated thereby were fair to and in the best 
interests of American Water Works and its stockholders, approved and declared advisable the merger agreement and resolved to recommend 
that the American Water Works stockholders vote to adopt the merger agreement. 
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* agreements. After extensive discussion and deliberation and based on the factors described below, the American Water Works board of 

Following the special meeting of the American Water Works board of directors, the merger agreement was executed by American Water 
I) Works, RWE and other parties thereto, and the voting agreement was executed by Thames Water Holdings and the stockholders party thereto. 

Prior to the opening of business on Monday, September 17,2001, American Water Works issued a press release publicly announcing that it ha 
entered into the merger agreement. 

Reasons for the Merger 

In reaching its decision to approve the merger agreement and to recommend that the American Water Works stockholders adopt the merger 
agreement, the American Water Works board of directors consulted with management and its legal and financial advisors. The American Wate 
Works board of directors considered a number of factors, including, without limitation, the following: 

1. the current and historical market prices of American Water Works common stock relative to the merger consideration, and the fact that 
the $46.00 per share merger consideration represented a 37.2% premium over the average closing price of American Water Works common 
stock over the 30 trading days prior to September 10,200 1 ; 8 

2. the fact that the merger consideration is all cash, which provides certainty of value to holders of American Water Works common stock 
compared to a transaction in which stockholders would receive stock; 

17 

3. the view of management that the trading value for shares of American Water Works common stock was not likely to exceed the merger 
price in the near term if American Water Works remained independent; 

e 4. the potential stockholder value that could be expected to be generated from the other strategic options available to American Water 
Works, including (a) remaining independent and continuing to implement its growth strategy or (b) pursuing other strategic alternatives, as we1 
as the risks and uncertainties associated with those alternatives; 

5. the financial presentation of Goldman Sachs on September 16,2001 and the opinion of Goldman Sachs delivered on September 16,2001 
%o the American Water Works board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of 
September 16,2001, the $46.00 per share in cash to be received by holders of American Water Works common stock pursuant to the merger * agreement was fair from a financial point of view to those holders; 

6. discussions with American Water Works' management and Goldman Sachs regarding the potential transaction with RWE and the 
business, financial condition, competitive position, business strategy, strategic options and prospects of American Water Works (as well as the 
risks involved in achieving these prospects), the nature of the water and waste water services industry in which American Water Works 
competes, and current industry, economic and market conditions, both on an historical and on a prospective basis; * 

7. the terms of the merger agreement, as reviewed by the American Water Works board of directors with American Water Works' legal 
advisors, including: 

the agreements by RWE with respect to obtaining regulatory approvals as more fully described under "The Merger 
Agreement-Efforts to Complete The Merger"; 

sufficient operating flexibility for American Water Works to conduct its business in the ordinary course between signing and 
closing; 
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the absence of a financing condition; 

a termination fee due to American Water Works if the merger agreement is terminated and RWE is in breach of certain of its 
covenants or representations and warranties as more fully described under "The Merger Agreemenk-Termination of the Merger 
Agreement"; and 

* 

American Water Works' ability to furnish information to and conduct negotiations with a third party, terminate the merger 
agreement, and enter into an agreement relating to a superior proposal under certain circumstances, as more fully described 
under "The Merger Agreemen tNo  Solicitation of Other Offers"; * 

8. management's assessment, after its review and discussion with Goldman Sachs of the credit ratings and divestiture plans of RWE, that 
RWE has the financial capability to consummate the merger; 

9. the American Water Works board of directors' determination, based on the fact that no other offers to acquire American Water Works 
awere  made after initial press reports on and after August 22,2001 that RWE was considering an acquisition of American Water Works and 

after discussing with its advisors the potential risks, costs and benefits of contacting other third parties, that there was insufficient reason to 
justify the risk of delay in proceeding with the favorable transaction with RWE; 

10. in the view of the American Water Works board of directors, based upon the advice of management after consultation with its legal 
counsel, that the regulatory approvals necessary to consummate the merger could be obtained. In forming such belief, the American Water 
Works board of directors and management recognized that regulatory agencies will consider whether RWE, Thames Water Holdings and 
Thames Water Plc are financially, technologically and managerially suitable to control American Water Works and its applicable subsidiaries 

+and the ability of the American Water Works subsidiaries to continue to provide safe, adequate and reliable service to the public through their 
plant, equipment and manner of operation. The board's and management's belief was, consequently, based in substantial part upon its 
perception that the large size, accompanying financial resources and technical expertise of RWE, Thames Water Holdings and Thames Water 
PIC, as well as their declared commitment to customer service, effective employee relations, strong community service and safe environmental 
practices, will be found adequate to permit the American Water Works subsidiaries to continue as wellrun, customer-oriented water utilities 
and for the merger to result in benefits to their current and future customers, employees and operations, including mitigation against the 
frequency and size of future rate increases for American Water Works; * 

1 I .  that American Water Works will no longer exist as an independent company and its stockholders will no longer participate in the growth 
of American Water Works or the pursuit of its stand-alone business plan and the other factors set forth in the American Water Works certificate 
of incorporation; 

12. that, under the terms of the merger agreement, American Water Works cannot solicit other acquisition proposals and must pay to RWE a 
&exmination fee if American Water Works terminates the merger agreement under certain circumstances, which may deter others from 

proposing an alterative transaction that may be more advantageous to American Water Works stockholders; and 

13. the fact that gains from an all-cash transaction would be taxable to American Water Works stockholders for U.S. federal income tax 
purposes. 

e During its consideration of the transaction with RWE, the American Water Works board of directors were also aware that some of the 
directors and executive officers of American Water Works may have interests in the merger that are different from or in addition to those of 
American Water Works stockholders generally, as described under "The Merger-Interests of Directors and Executive Officers in the Merger." 

This discussion of the information and factors considered and given weight by the American Water Works board of directors is not intended 
to be exhaustive, but is believed to address the material information and factors considered by the board of directors. In view of the number and 

#variety of these factors, the American Water Works board of directors did not find it practicable to make specific assessments of, or otherwise 
assign relative weights to, the specific factors and analyses considered in reaching its determination. The determination to approve the merger 
agreement was made after consideration of all of the factors and analyses as a whole. In addition, individual members of the American Water 
Works board of directors may have given different weights to different factors. 

Opinion of Financial Advisor 
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On September 16,2001, Goldman Sachs delivered its oral opinion, which was subsequently confirmed in writing, to the American Water 

Works board of directors to the effect that, based upon and subject to the matters set forth in that opinion, as of September 16,2001, the $46.00 
in cash per share of American Water Works common stock to be received by the holders of American Water 

Page 22 of 9 
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19 I. 
I Works common stock pursuant to the merger agreement was fair from a financial point of view to those holders. 

The full text of the written opinion of Goldman Sachs, dated September 16,2001, which sets forth assumptions made, matters considered, 

Goldman Sachs provided its opinion for the information and assistance of the American Water Works board of directors in connection with its 
consideration of the merger. The Goldman Sachs opinion is not a recommendation as to how any holder of shares of American Water Works 
common stock or cumulative preferred stock, 5% series should vote with respect to the merger. We urge you to read the opinion in its entirety. 

~ (I, and limitations on the review undertaken in connection with the opinion, is attached as Annex B and is incorporated herein by reference. 

In connection with its opinion, Goldman Sachs reviewed, among other things: 

the merger agreement; 

. 
the annuaI reports to stockholders and annual reports on Form 1 OX of American Water Works for the three years ended 
December 3 1,2000; 

. 
selected interim reports to stockholders and quarterly reports on Form ICrQ of American Water Works; 

selected other communications from American Water Works to its stockholders; and * . 
selected internal fmancial analyses and forecasts for American Water Works prepared by its management. 

Goldman Sachs also held discussions with members of the senior management of American Water Works regarding their assessment of the 
past and current business operations, fmancial condition and future prospects of their company. In addition, Goldman Sachs: 

4b . 
reviewed the reported price and trading activity for shares of common stock of American Water Works; 

. 
compared certain financial and stock market information for American Water Works with similar information for certain other 
companies the securities of which are publicly traded; and * 
reviewed the fmancial terms of certain recent business combinations in the water utility industry specifically and in other 
industries generally and performed such other studies and analyses as it considered appropriate. 

a Goldman Sachs relied upon the accuracy and completeness of all of the financial, accounting and other information discussed with or 
reviewed by it and assumed such accuracy and completeness for purposes of rendering its opinion. In addition, Goldman Sachs did not make a 
independent evaluation or appraisal of the assets and liabilities of American Water Works or any of its subsidiaries. No evaluation or appraisal 
3f the assets or liabilities of American Water Works or any of its subsidiaries was furnished to Goldman Sachs. 

20 I. 
The following is a summary of the material fmancial analyses used by Goldman Sachs in connection with providing its written opinion to th 1 American Water Works board of directors. This summary does not purport to be a complete description of the analyses performed by Goldman 
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Sachs. In amving at its opinion, Goldman Sachs considered the results of all of its analyses as a whole and did not attribute any particular 
weight to any analysis or factor considered by it. 

Page 23 of 9 * 
The following summaries of financial analyses include information presented in tabular format. You should read these tables 

hgether  with the text of each summary. 

Historical Stock Trading and Performance Analysis 

1 Using the most recent publicly available information, Goldman Sachs reviewed the historical daily closing prices and trading volumes for 
shares of American Water Works common stock for the fivsyear period from September 10, 1996 to September 10,2001, for the threeyear 
period from September 10, 1998 to September 10,2001, for the oneyear period from September 8,2000 to September 10,2001, for the six- 
month period from March 9,2001 to September 10,2001, for the threemonth period from June S, 2001 to September 10,2001, for the 2Oday 

iod from August 22,2001 to September 10,2001 and for the onsday period of September 10,2001. The results of these analyses are set 
forth below: 

Time Period* Average Price 

* Five Year 
Three Year 
One Year 
Six Months 
Three Months 
Twenty Days 
One Day 

$ 26.66 
$ 27.88 
$ 28.87 
$ 31.49 
$ 32.18 
$ 34.03 
$ 34.12 

* 
Based upon periods ending September 10,200 1. 

Goldman Sachs also reviewed ratios of daily closing prices for American Water Works common stock to projected current year earnings per 
a sha re  estimates for the five-year period from September 10, 1996 to September 10,2001 using median earnings per share, or EPS, estimates 

fkom Institutional Brokers Estimate System, or IBES, an independent data service that compiles earnings estimates of institutional securities 
aualysts. The analysis indicated a range of price to projected current year earnings ratio multiples of 1 1 . 2 ~  to 2 1 . 8 ~  over such Syear period, 
with an average multiple of 1 7 . 1 ~  and a September 10,2001 price to projected current year earnings ratio multiple of 19 .0~ .  

US. Water Utilities Common Stock Comparison 

Goldman Sachs reviewed and compared selected financial information and multiples for American Water Works to corresponding financial 
(I) 

information and multiples for the following U.S. public water utility companies: 

. 
Philadelphia Suburban Corporation; 

California Water Service Group; 

American States Water Company; 

* 
. 

SJW Corp.; 

Connecticut Water Service, Inc.; 

Middlesex Water Company; and 

Southwest Water Company. 

. II) 

. 

. 
e 
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Goldman Sachs calculated the multiples and other financial information for American Water Works at (1) the transaction price and (2) the 

closing p-rice for shares of American Water Works common stock on the NYSE on September 10,2001. The multiples and other financial 
information for the selected companies calculated by Goldman Sachs were based on the closing prices on September 10,200 1 for shares of the 
selected companies' common stock. The multiples and other financial information for American Water Works and the selected companies 
dculated by Goldman Sachs were based on the most recent publicly available information for American Water Works and the selected 
companies. The price to earnings figures and the fivsyear EPS growth figures for American Water Works and the selected companies were 

sa lys i s  of the selected companies compared the following to the results for American Water Works: 

* 

ed upon the latest available median IBES estimates. All latest twelve months, or LTM, figures are as of June 30,200 1. Goldman Sachs' 

share price as a percentage of the 52-week high share price; 

the equity market capitalization, based on diluted shares outstanding; 

the enterprise value; 

the enterprise value as a multiple of LTM sales, earnings before interest, taxes, depreciation and amortization, or EBITDA, and 
earnings before interest and taxes, or EBIT; 

the ratio of price to estimated earnings for 2001 and 2002; 

the ratio of total market capitalization to book value as of June 30,2001; 

the five-year EPS annual growth rate for the fiscal years 1996 through 2000; 

the estimated five-year EPS annual growth rate for the fiscal years 2001 through 2006; 

the annual dividend yield based upon the latest four quarters' figures; 

the LTM EBITDA and EBIT margins; and 

the enterprise value and LTM EBITDA per customer. 

The results of these analyses with respect to American Water Works are summarized as follows: 

are price as a percentage of 52-week high share price 
+ity market capitalization (in millions) 

rise value (in millions) 
rise value as a multiple of LTM Sales 

rprise value as a multiple of LTM EBITDA 
se value as a multiple of LTM EBIT 
estimated earnings ratio for 2001 
estimated earnings ratio for 2002 

market capitalization to book value as of June 30,200 
Annual EPS growth for 1996-2000 
ffhe year estimated annual EPS growth rate for 2001-2006 

@Annual dividend yield 
LTh4 EBITDA margins 
LTM EBIT margins 

Ell4 EBITDA per customer 
erprise value per customer 

Transaction Closing Price On 
Price September 10,2001 

130% 
$ 4,611 $ 
$ 7,575 $ 

5.5x 
1 1 . 9 ~  
1 6 . 4 ~  
2 5 . 6 ~  
2 4 . 2 ~  

2 . 7 ~  

6.0% 
2.8% 
NM 

34.0% 

6.3% 

$ 2,935 $ 
$ 247 $ 

22 

96% 
3,4 15 
6,379 
4.7x 

1o.ox 
1 3 . 8 ~  
1 9 . 0 ~  
1 8 . 0 ~  
2.0x 

6.3% 
6.0% 
2.8% 

46.8% 
34.0% 
2,472 

247 

1 The results of the analysis with respect to the selected U.S. water utility companies is as follows: 
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I *  

Share price as a percentage of 52-week high share price 
Equity market capitalization (in millions) 
Enterprise value (in millions) 
Enterprise value as a multiple of LTM Sales a Enterprise value as a multiple of LTM EBITDA 
Enterprise value as a multiple of LTM EBIT 
Rice to estimated earnings ratio for 2001 
Price to estimated earnings ratio for 2002 
Total market capitalization to book value as of June 30,200 1 
Annual EPS growth for 1996-2000 
Five year estimated annual EPS growth rate 

*Annual dividend yield 
ETM EBITDA margins 
LTM EBIT margins 
Enterprise value per customer 
ETM EBITDA per customer 

* Selected US.  Water Utility Transactions 

High Median Mean Low - 
97% 
NA 
NA 

7 . 6 ~  
1 4 . 3 ~  
20.2X 
2 5 . 6 ~  
2 5 . 0 ~  

3 . 6 ~  
9.7% 
8.0% 
4.7% 

59.2% 
47.7% 

$ 4,591 $ 
$ 357 $ 

87% 
NA 
NA 

2 . 9 ~  
10.1x 
1 5 . 1 ~  
20.2x 
18 .2~  
2 . 4 ~  

3.1% 
4.0% 
3.7% 

32.7% 
23.3% 
1,555 $ 

185 $ 

87% 
NA 
NA 

4 . 1 ~  
1 1 .ox 
1 5 . 1 ~  
2 0 . 6 ~  
1 9 . 2 ~  
2 . 4 ~  

2.8% 
4.4% 
3.5% 

36.0% 
26.9% 
2,150 $ 

194 $ 

70% 
NA 
NA 
1.2x 
8 . 4 ~  

11.2x 
15.1x 
1 4 . 3 ~  

1 . 7 ~  
(4.5)% 

3.0% 
1.7% 

12.0% 
8.0% 

770 
54 

Goldman Sachs analyzed information relating to the following twelve announced transactions in the water utility industry since 1998: 

Acquirer Target 

rlr 

* 

Kelda Group 
City of Indianapolis 

Nuon NV 
Truckee Meadows Water 

Thames Water Plc 
American Water Works 
American Water Works 

Suez Lyonnaise des Eaux 
Kelda Group 

California Water Service Group 
American Water Works 

Philadelphia Suburban Corporation 

American Water Works New England Assets 
IWC Resources 

Utilities, Inc. 
Sierra Pacific Water Assets 

ETown Corp. 

Citizens Water Resources 
United Water Resources 

Aquarion Co. 
Dominguez Services 
National Enterprises 

Consumers Water Company 

S J W  Corp. 

a Goldman Sachs compared the following information relating to each of the selected transactions to the contemplated transaction: 

the premium of the transaction price to ( 1 )  the target's stock price on the day prior to the announcement of the particular 
transaction, (2) the target's stock price average for the 30 days prior to the announcement of the transaction and (3) the target's 
all-time high stock price prior to the announcement of the particular transaction; 

the transaction price as a multiple of the target's LTM sales, EBITDA, EBIT and net income; 

the transaction price as a multiple of the target's price to earnings, or P E ,  ratio (based on the transaction price and the target's 
current year median IBES EPS estimates and forward year median IBES EPS estimates); 

* 

* 23 

I ratio of the target's market capitalization (based upon the transaction price) to the target's book value; and 

the target's enterprise value per target customer. 
, *  
I 

1 
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Selected US. Water Utility Transactions 

Premium of transaction price to 
*target's stock price on day prior to 

announcement 
Premium of transaction price to 30 
day average target's stock price prior 
to announcement 
Premium of transaction price to 
target's stock price all time high 

*prior to announcement 
Transaction price as a multiple of 
target's LTM sales 
Transaction price as a multiple of 
target's LTM EBITDA 
Transaction price as a multiple of 
target's LTh4 EBIT 

*Transaction price as a multiple of 
target's LTM net income 
Transaction price as a multiple of 
P/E for current year EPS 
Transaction price as a multiple of 
WE for forward year EPS 

()Market capitalization to book value 
Enterprise value per customer 

High Mean Median Low Proposed Transaction 
___1_1_. 

32.5% 

52.7% 

20.5% 

6 . 2 ~  

1 5 . 9 ~  

2 4 . 8 ~  

3 4 . 1 ~  

2 7 . 7 ~  

2 6 . 3 ~  
3.3x 

$ 4,861 $ 

23.7% 

45.8% 

9.6% 

5 . 0 ~  

1 2 . 7 ~  

1 7 . 7 ~  

2 6 . 7 ~  

2 5 . 3 ~  

2 4 . 1 ~  
2 . 8 ~  

3,027 $ 

23.4% 

45.7% 

8.2% 

5.ox 

1 2 . 3 ~  

1 7 . 2 ~  

2 5 . 7 ~  

2 5 . 5 ~  

2 4 . 5 ~  
2 . 9 ~  

2,738 $ 

12.7% 

38.8% 

5.5% 

2.5x 

10.2x 

1 3 . 6 ~  

2 0 . 3 ~  

2 1.8, 

2 0 . 6 ~  
2 . 4 ~  

1,681 $ 

34.8% 

37.2% 

29.5% 

5.5x 

1 1 . 9 ~  

1 6 . 4 ~  

2 8 . 4 ~  

2 5 . 6 ~  

2 4 . 2 ~  
2 . 7 ~  

2,935 

Discounted cash Flow Analysis 

Goldman Sachs performed a discounted cash flow analysis of American Water Works using American Water Works management 
()projections and information regarding after-tax investments provided by American Water Works. Goldman Sachs calculated a range of implied 

net present values per share of American Water Works common stock based on (1) the discounted present value of the five year (2002.2006) 
stream of projected free cash flows of American Water Works, plus (2) the discounted present value of the terminal value of American Water 
Works in 2006, assuming an EBITDA exit multiple range between 9 . 0 ~  to 11 .Ox, minus (3) American Water Works' net debt as of June 30, 
2001, plus (4) the after-tax value of American Water Works' investments. The stream of projected free cash flows was discounted back to 
July 1,2001 using a range of discount rates representing an estimatedrange of the weighted average cost of capital for American Water Works. 
The range of discount rates utilized by Goldman Sachs in its analysis was 6.0% to 8.0%. The result of this calculation was divided by the 

enumber of fully diluted shares of American Water Works common stock outstanding as of September 10,2001. The results of this analysis 
yielded implied net present values per share of American Water Works common stock ranging from $36.73 to $55.43. 

Future Stock Price and Dividends Analysis 

Goldman Sachs calculated the present value of implied future stock prices and dividends received for shares of American Water Works 
e o m m o n  stock based upon American Water Works management estimates of future earnings and dividends. Goldman Sachs initially calculated 

the implied value of 

24 

I, 
fbture stock prices for shares of American Water Works common stock using price to earnings multiples ranging from 14x to 22x for the years 
2002 to 2005. Goldman Sachs then calculated the discounted present value of these implied future stock prices and dividends received based on 
an assumed discount rate of 8%. The results of this analysis yielded present values of future stock prices and dividends received ranging from 
$25 to $40 in the case of future stock prices and dividends for 2002, $27 to $41 for 2003, $28 to $43 for 2004 and $29 to $44 for 2005, in each 
case discounted back to July 1,2001 and rounded to the nearest dollar. The 8% discount rate utilized by Goldman Sachs is consistent with the 

analysis described above. A higher assumed discount rate than the 8% assumed by Goldman Sachs would have yielded lower present values of 
future stock prices and dividends received for shares of American Water Works common stock. 

west of equity assumption used to generate the lower end of the range of weighted average cost of capital used in the discounted cash flow 

~ 

~ 
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view of the processes underlying Goldman Sachs' opinion. In arriving at its fairness determination, Goldman Sachs considered the results of all 
e analyses. No company or transaction used in the above analyses as a comparison is directly comparable to American Water Works, RWE o 

proposed merger. 

The analyses were prepared solely for purposes of Goldman Sachs' providing its opinion to the American Water Works board of directors as 

holders of American Water Works common stock pursuant to the merger agreement. These analyses do not purport to be appraisals or to reflec 
the prices at which businesses or securities actually may be sold. Analyses based upon forecasts of future results are not necessarily indicative 
ofactual future results, which may be significantly more or less favorable than suggested by such analyses. Because such analyses are 
inherently subject to uncertainty, being based upon numerous factors or events beyond the control of the parties or their respective advisors, 
none of American Water Works, Goldman Sachs or any other person assumes responsibility if future results are materially different from those 

a to the fairness from a financial point of view of the $46.00 in cash per share of American Water Works common stock to be received by the 

I fmecast. ' *  ' As described above, Goldman Sachs' opinion to the American Water Works board of directors was one of many factors taken into 
amsideration by the board of directors in making its determination to approve the merger agreement. The foregoing summary does not purport 
to be a complete description of the analyses performed by Coldman Sachs. 

Goldman Sachs, as part of its investment banking business, is continually engaged in the valuation of businesses and their securities in 
&.mnection with mergers and acquisitions, negotiated undenvritings, competitive biddings, secondary distributions of listed and unlisted 

securities, private placements, and valuations for estate, corporate and other purposes. Goldman Sachs is familiar with American Water Works, 
having provided certain investment banking services to American Water Works from time to time, including having acted as its financial 
advisor in connection with its recently completed acquisition of Azurix North America Corp. and Azurix Industrials Corp., and having acted as 
its fmancial advisor in connection with, and having participated in certain of the negotiations leading to, the merger agreement. 

e Goldman Sachs has also provided certain investment banking services to RWE from time to time, including having acted as: 

financial advisor to Hochtief AG, a company in which RWE owns an approximately 62% equity interest, in connection with its 
acquisition of Turner Corporation in September 1999; 

fmancial advisor to RWE in connection with its acquisition of a minority interest in Lahmeyer AG in February 2000; 

financial advisor to RWE in connection with its acquisition of VEW AG in November 2000; and 

* 
25 

agent to Thames Water Plc, a wholly owned subsidiary of RWE, in connection with its public offering of JPY 2,000,000,000 
aggregate principal amount of Floating Rate Notes due January 28,2002 in July 2000. 

Goldman Sachs may also provide investment banking services to RWE, Thames Water Holdings and Thames Water Plc in the future. 
American Water Works selected Goldman Sachs as its financial advisor because it is an internationally recognized investment banking firm 

at has substantial experience in transactions similar to the merger. 

, 
l 

Goldman Sachs provides a full range of financial advisory and securities services and, in the course of its normal trading activities, may from 
t h e  to time effect transactions and hold securities, including derivative securities, of American Water Works and RWE for its own account 

for the accounts of customers. 

1 

1 

1 
1 he transaction. 

' ' 

Pursuant to a letter agreement, dated June 14,2001, American Water engaged Goldman Sachs to act as its financial advisor in connection 
with the proposed merger. Pursuant to the terms of this engagement letter, American Water Works has agreed to pay Goldman Sachs a 
customary fee, a portion of which was paid upon announcement of the transaction and a portion of which will be paid upon consummation of 

I 

American Water Works has agreed to reimburse Goldman Sachs for its reasonable oukof-pocket expenses, including reasonable attorneys' 
fees, and to indemnify Goldman Sachs against certain liabilities, inciuding certain liabilities under the federal securities laws. 

gulatory Approvals 
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I Utilities Regulation 

Page 28 of 9 

American Water Works and its subsidiaries have a business presence in 28 states and Canada and are regulated by state agencies in 21 of 
those states. Under applicable state laws, the merger may not be consummated until it is approved by certain of those state regulatory agencies 
in accordance with their respective state laws. We currently anticipate regulatory review in Arizona, California, Connecticut, Illinois, e Kentucky, Maryland, New Hampshire, New Jersey, New Mexico, New York, Pennsylvania, Virginia and West Virginia. Approval in 
Connecticut and New Hampshire will not be required if the sale of our properties in those states to Kelda Group PIC is completed prior to the 
completion of the merger. We believe that we will only be required to file advisory letters in Hawaii, Iowa, Missouri, Tennessee and Texas. W 
estimate that this regulatory review will take at least a year to complete. The merger agreement may be terminated by either American Water 
Works or RWE if the required regulatory approvals are not obtained by September 16,2003, subject to a 60 day extension for any regulatory 
waiting period that has not yet expired by September 16,2003, if all other conditions are satisfied. 

* We believe that regulatory agencies with jurisdiction over the transaction will consider whether it is in the public interest, whether RWE, 
ahames Water Holdings and Thames Water PIC are financially, technologically and managerially suitable to control the American Water 
Works subsidiaries that are regulated by the particular agency and the ability of those subsidiaries to continue to provide safe, adequate and 
reliable service to the public through their plant, equipment and manner of operation. We believe that the large size, accompanying financial 
mources and technical expertise of RWE, Thames Water Holdings and Thames Water PIC, as well as their commitment to customer service, 
effective employee relations, strong community service and safe environmental practices, will be found adequate to permit the American Wate 

*Works subsidiaries to continue as well-run customer-oriented water utilities and for the merger to result in benefits to their current and future 
customers, employees and operations. We therefore expect that all state regulatory approvals necessary to consummate the transaction will be 
obtained. It is a condition to the closing of the merger that all such required state regulatory approvals be obtained, and that these regulatory 
approvals not impose terms or conditions which would reasonably be expected to have a material adverse effect on us or on us and Thames 
Water Holdings' U.S. subsidiaries, taken as a whole. While we do not anticipate any such terms or conditions, we cannot assure you that this 
condition will be met. 

* 26 

Aniiirust Regulaiion 

* Under the HSR Act and the rules promulgated thereunder by the FTC, the merger may not be completed until we and RWE file a notificatio 
and report form under the HSR Act and the applicable waiting period has expired or been terminated. We expect to file notification and report 
forms under the HSR Act with the FTC and the Antitrust Division of the Department of Justice during the spring of 2002. It is a condition to 
the closing of the merger that the waiting period under the HSR Act with respect to the merger expire, or the FTC and the Antitrust Division 
grant early termination of the waiting period under the HSR Act. At any time before or after completion of the merger, notwithstanding 
whether early termination of the waiting period under the HSR Act has been granted, the Antitrust Division or the FTC could take such action 

*under the antitrust laws as it deems necessary or desirable in the public interest, including seeking to enjoin the completion of the merger or 
seeking divestiture of substantial assets of American Water Works or RWE. At any time before or after the completion of the merger, and 
notwithstanding whether early termination of the waiting period under the HSR Act has been granted, any state could take such action under 
the antitrust laws as it deems necessary or desirable in the public interest. Such action could include seeking to enjoin the completion of the 
merger or seeking divestiture of substantial assets of American Water Works or RWE. Private parties may also seek to take legal action under 
the antitrust laws under certain circumstances. 

* While there can be no assurance that the merger will not be challenged by a governmental authority or private party on antitrust grounds, we 
and RWE believe that the merger can be effected in compliance with federal and state antitrust laws. 

Financing of the Merger 

RWE has informed American Water Works that it estimates that approximately $4.75 billion will be required to complete the purchase of 
1 .shares of our common stock, restricted stock and options pursuant to the merger and to pay its related fees and expenses. RWE expects this 

I mngements.  
amount to be funded through an issuance of debt securities and internally available funds. The merger is not conditioned on any financing 

Material U.S. Federal Income Tax Consequences of the Merger to our Stockholders 
I 
l * The following is a summary of United States federal income tax consequences of the merger to stockholders whose shares of our common 

stock are converted into the right to receive cash under the merger. The discussion is for general information only and does not purport to 
1 consider all aspects of United States federal income taxation that might be relevant to our stockholders. The discussion is based on current law 

which is subject to change possibly with retroactive effect. The discussion applies only to stockholders who hold shares of our common stock 
1 as capital assets, and may not apply to shares of our common stock received in connection with the exercise of employee stock options or 

1 Jlttp://~~~.se~.gov/Archives/edgar/data/3 1881 9/00009 1205701 54201 4/a2064964zdefml4a.htm 3/14/0 



I Prepared by MERFULL CORPORATION Page 29 of 9 
~.1 
1 -  

I 

~ 

1 

~ 

otherwise as compensation, or to certain types of stockholders (such as insurance companies, taxexempt organizations, financial institutions 
and broker-dealers) who may be subject to special rules. This discussion does not discuss the tax consequences to any stockholder who, for 
United States federal income tax purposes, is a norrresident alien individual, foreign corporation, foreign partnership or foreign estate or trust, 
and does not address any aspect of state, local or foreign tax laws. 

The receipt of cash for shares of our common stock in the merger will be a taxable transaction for United States federal income tax purposes. * In general, a stockholder who surrenders shares of our common stock for cash in the merger will recognize capital gain or loss for United State 
federal income tax purposes equal to the difference, if any, between the amount of cash received and the stockholder's adjusted tax basis in the 
shares of our common stock surrendered. Gain or loss will be determined separately for each block of shares (e . ,  shares acquired at the same 
cost in a single transaction) surrendered for cash pursuant to the merger. Such gain or loss will be longtenn capital gain or loss provided that a 
stockholder's holding period for such shares is more than 12 months at the time of the consummation of the merger. Capital gains of individual 
derived in respect of capital * 

27 

assets held for more than one year are eligible for reduced rates of taxation. There are limitations on the deductibility of capital losses. * 
Backup withholding will apply to all cash payments to which a holder of shares or other payee is entitled pursuant to the merger agreement, 

unless the stockholder or other payee provides a taxpayer identification number (social security number, in the case of individuals, or employer 
identification number, in the case of other stockholders), certifies that such number is correct, and otherwise complies with such backup 
withholding tax rules. Each of our stockholders and, if applicable, each other payee, should complete and sign the Substitute Form W9 
included as part of the letter of transmittal to be returned to the paying agent, in order to provide the information and certification necessary to 

()avoid backup withholding tax, unless an exemption applies and is established in a manner satisfactory to the paying agent. 

Any amounts withheld under the backup withholding rules will be allowed as a refund or a credit against your United States federal income 
tax liability provided the required information is furnished to the IRS. 

The United States federal income tax consequences set forth above a re  for general information purposes only and are  not intended 

stockholder should consult the stockholder's tax advisor regarding the applicability of the rules discussed above to the stockholder and 
the particular tax effects to the stockholder of the merger, including the application of state, local and foreign tax laws. 

@constitute a complete description of all tax consequences relating to the merger. Because individual circumstances may differ, each 

Interests of Directors and Executive Officers in the Merger 

I, Members of our board of directors and our executive officers have various interests in the merger described in this section that may be in 
ddition to, or different from, the interests of our stockholders generally. The members of American Water Works' board of directors were 
aware of these interests and considered them at the time they approved the merger agreement. You should keep this in mind when considering 
the recommendation of our board of directors for the proposal to adopt the merger agreement. 

Stock Options 

The merger agreement provides that as of the effective time of the merger, all outstanding unvested employee stock options for American * 
Water Works common stock will become exercisable. The merger agreement provides that, for each share covered by outstanding stock 
options at the time of the merger, the holders of the options will have the right to receive a cash payment. The amount of this payment will 
equal the excess, if any, of the merger consideration of $46.00 in cash per share of American Water Works common stock over the per share 
exercise price of the options, reduced by applicable withholding taxes. 

* Our executive officers currently hold a total of approximately 395,000 options, approximately 101,000 of which are currently vested and 
294,000 of which are currently unvested. The aggregate spread that the executive officers would be entitled to receive for all of their options as 
of the date of this proxy statement is approximately $8.9 million. One of our executive officers is a director. None of our other directors hold 
options. 

Supplemental Executive Retirement Plun and Supplemental Retirement Plan 
I) 

Six of our executive officers participate in either our supplemental executive retirement plan, or SERP, or our Supplemental Retirement Plan 
&r SRP. SERP and SRP benefits are paid in addition to benefits payable under other retirement programs. 

Benefits under the SERP are provided to certain executives and are intended to (1) provide the additional retirement benefits that would be 
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kderal tax law did not restrict such benefits and (2) compute the benefits payable on the basis of the highest average remuneration during 36 
mnsecutive months rather than 60 consecutive months of employment. 

The SW is also designed to provide benefits to certain key associates designated by our board of directors, equal to those that would be 
provided under our qualified defined benefit pension plan's benefit formula if it were unaffected by the federal tax law restrictions on benefits, 
m d  provides additional years of service to those covered associates hired in mi&career. I, 

1 The SEW and the SRP both contain change in control provisions that provide that upon termination of a participant's employment with us, 
&e participant will receive a lump sum payment equal to the present value (based on the assumptions used to calculate benefits under our 
qualified defined benefit pension plan) of each of their respective accrued benefits under the SEW or the SRP, as applicable. 

If we were to complete the merger and immediately thereafter terminate our executive officers involuntarily, their annual SEW or SRP * h e f i t s  that would be payable after giving effect to the SEW'S or SRP's change in control provisions, as applicable, would equal, in the 
aggregate, approximately $10 million. 

Change in Control Agreements 

On January 1,2000, each of our executive officers entered into a change in control agreement with us. The agreements provide that, if within * k e  years after the merger, an executive's employment terminates without cause (as defined in the agreements) or for good reason (as defined 
i t h e  agreements), the executive will receive certain severance benefits. The benefits include a lump sum cash payment equal to a multiple (3, 
2 or 1.5 times depending on the level of senior management) of the sum of salary and target bonus; pro rata target bonus for the year of 
?lamination; accelerated vesting of supplemental retirement benefits, stock options and restricted or deferred stock awards; continued welfare 
h e f i t s  for 36,24 or 18 months (depending on the level of senior management); and 36,24 or 18 months (depending on the level of senior 
management) of additional age and service credit for purposes of calculating supplemental retirement benefits and retiree medical benefits. 

r) Mr. Barr is entitled to three times salary and bonus and 36 months welfare benefits and service credit. Messrs. Kelleher and Pohl and Ms. Wolf 
xe entitled to two times salary and bonus and 24 months welfare benefits and service credits. Messrs. Sievers and Hamett are entitled to 
I5 times salary and bonus and 18 months welfare benefits and service credits. The agreements also provide a tax grossup feature so that such 
-sfficers will be made whole for any excise taxes imposed on such payments. 

Executive and Director Deferred Compensation Plans 

We maintain a deferred compensation plan for our norremployee directors and a deferred compensation plan for our executive officers and 
cey employees. The deferred compensation plans are unfunded. The directors deferred compensation plan accounts are payable in a lump sum 
xin up to ten annual installments at the director's prior election. The executive deferred compensation plan accounts are payable in a lump 
ssrm or in such number of installments as the executive may previously elect. Both deferred compensation plans contain a change in control 
mvision that the participants may elect to receive payment of his or her account within one year after the merger, subject to a 5% early 
a-ithdrawal penalty. 

0 

a 
Retention Bonus Program 

Our board of directors recently approved a retention bonus program, under which, after the merger, our executive officers and other key 
mployees will be eligible to receive retention bonuses equal to a multiple of their current base salary (2, 1 S O ,  1.25 or .75, depending upon the 
eve1 of the employee). Messrs. Barr, Kelleher and Pohl and Ms. Wolf will receive two times their respective base 

e 
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daries, and Messrs. Sievers and Hartnett will receive 1.5 times their respective base salaries. The bonus amounts will be payable as follows: 
*:I) 75% of the bonus amount will be paid on the date of the merger, so long as the employee continues to be employed on such date and (2) the 

xmaining 25% will be paid upon the earlier to occur of a specified date (without regard to whether or not the merger actually occurs) and six 
nonths after the date of the merger, so long as the employee continues to be employed on such date. The 25% of the bonus amount is also 
abject to accelerated payment upon a termination of employment by us without cause or by the employee for good reason after the merger. 
%be aggregate amount of all retention bonus payments, including those made to nonexecutive officers, is not expected to exceed $10 million. 
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In addition, we have established a discretionary bonus pool equal to $5 million, which may be allocated and paid to employees as determine 
the compensation committee of our board of directors, based on our chief executive officer's recommendations. 

I Indemnification and Insurance 

The merger agreement provides that, for six years after the merger, the surviving corporation's certificate of incorporation will contain 
m a i n  agreed provisions with respect to indemnification, expense advancement and exculpation of our current and former directors and 
officers, and the surviving corporation's by-laws will contain the provisions with respect to such matters as set forth in our current bylaws. The 
merger agreement also requires the surviving corporation to maintain in effect the current directors' and officers' liability insurance or 
substantially similar insurance. This insurance must cover those persons who were covered on the date of the merger agreement by our 
directors' and officers' liability insurance policy, for a period of at least six years. However, if the annual premium for the policy exceeds 200% 

e annual premium paid by us for the year from July 21,2001 through July 21,2002, then the surviving corporation in the merger is 
d only to get the best coverage available for an annual premium equal to 200% of the annual premium paid by us for the year from 

21,2001 through July 21,2002. The merger agreement also requires RWE and Thames Water Holdings to indemnify and hold harmless 
four  former or current officers or directors against any losses in connection with any threatened or actual action, suit, or proceeding, 

k e d  in whole or in part on, or arising in whole or in part out of, the fact that the person is or was our officer or director. 

Positions with Surviving Corporation * 
Upon completion of the merger, J. James Barr, our President and Chief Executive Officer and a member of our board of directors, will 
ome President and Chief Executive Officer of RWE's combined water operations in North and South America and be elected a director of 

Thames International Advisory Council. 
h e s  Water Plc. In addition, upon completion of the merger, Marilyn Ware, chairman of our board of directors, will be elected a member of 
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THE MERGER AGREEMENT * 
This section of the proxy statement describes the material provisions of the merger agreement but does not purport to describe all of the 

s of the merger agreement. The following summary is qualified in its entirety by reference to the complete text of the merger agreement, 
SPBhich is attached as Annex A to this proxy statement and incorporated into this proxy statement by reference. We urge you to read the full text 
ofthe merger agreement because it is the legal document that governs the merger. 

*"he Merger 

The merger agreement provides for the merger of Apollo with and into American Water Works upon the terms, and subject to the conditions 
erger agreement. As the surviving corporation, we will survive the merger and continue to exist as a wholly owned indirect subsidiary 
. The merger will be effective at the time we file a certificate of merger with the Secretary of State of the State of Delaware (or at a 
e, if agreed upon by the parties and specified in the certificate of merger). We expect to complete the merger as promptly as practicable 

we receive stockholder approval and required regulatory approvals of the merger. * 
or Thames Water Holdings may terminate the merger agreement prior to the completion of the merger in some circumstances, whether 

re or after the adoption of the merger agreement by stockholders. Additional details on termination of the merger agreement are described 
ka "-Termination of the Merger Agreement." 

Merger Consideration 
I *  

Each share of our common stock issued and outstanding immediately before the merger (other than treasury shares, dissenting shares and 
es held by Thames Water Holdings or Apollo) will automatically be canceled and will cease to exist and will be converted into the right to 
ive $46.00 in cash, without interest. When this merger consideration is distributed, holders of our common stock will also receive any 
ared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record date and the 
on which the merger is consummated. After the merger is effective, each holder of a certificate representing any of these shares of our 
mon stock will no longer have any rights with respect to the shares, except for the right to receive the merger consideration or, if a holder 

uirements of Delaware law. Each share of our common stock held by us as treasury shares or held by Thames Water Holdings or ApoIIo at 
time of the merger will be canceled without any payment. 

exercises appraisal rights, the right to receive payment of the judicially determined fair value of its shares upon compliance with the 
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Upon completion of the merger, J. James Barr will be elected as a director of Thames Water PIC and Marilyn Ware will be elected as a 
member of the Thames International Advisory Council. The officers of American Water Works at the time the merger is completed will remain 
the officers of the surviving corporation after the merger. All American Water Works officers will hold their positions until their successors are 
duly elected and qualified or until the earlier of their resignation or removal. 

Treatment of Stock Options and Other Stock-Based Rights 
* 

The merger agreement provides that, upon completion of the merger (1) each option to purchase shares of our common stock outstanding 
immediately prior to the completion of the merger, whether vested or unvested, will be converted into the right to receive $46.00 minus the 
exercise price per share of the stock option multiplied by the number of shares of common stock subject to the stock option ( 2 )  all other rights a to receive our common stock, whether vested or unvested, will be converted into the 

31 

*zight to receive an amount of cash equal to the number of shares of common stock subject to the stock right outstanding immediately prior to 
the completion of the merger multiplied by $46.00; and (3) our board of directors will make any other changes to the company stock plans as 
we and Thames Water Holdings agree are appropriate to give effect to the merger. All amounts payable are subject to applicable withholding 
taxes. 

Payment for the Shares * 
Before the merger, Thames Water Holdings will designate a paying agent reasonably acceptable to us to make payment of the merger 

consideration as contemplated by the merger agreement. Immediately following the completion of the merger, Thames Water Holdings will, OT 
will cause Apollo to, deposit in trust with the paying agent cash in an aggregate amount equal to the merger consideration for all stockholders 
ptus any declared but unpaid dividends, including a "stub period" dividend for the period between the immediately prior dividend record date 
md the date on which the merger is completed. 

At the close of business on the day of the completion of the merger, we will close our stock ledger. After that time, the surviving corporation 
e 

will not transfer common stock on its stock transfer books. 

As soon as reasonably practicable after the completion of the merger, the paying agent will send you a letter of transmittal and instructions 
vising you how to surrender your certificates in exchange for the merger consideration. The paying agent will promptly pay you your merge 

awnsideration, together with any dividends to which you are entitled, after you have (1) surrendered your certificates to the paying agent and 
(2) provided to the paying agent any other items specified by the letter of transmittal. Interest will not be paid or accrue in respect of cash 
payments. The surviving corporation will reduce the amount of any merger consideration paid to you by any applicable withholding taxes. You 
l o u l d  not forward your stock certificates to the paying agent without a letter of transmittal, and you should not return your stock 
ilertificates with the enclosed proxy. 

If the paying agent is to pay some or all of your merger consideration to a person other than you, you must have your certificates properly 

e surviving corporation's satisfaction that the taxes have been paid or are not required to be paid. 
*endorsed or otherwise in proper form for transfer, and you must pay any transfer or other taxes payable by reason of the transfer or establish to 

The transmittal instructions will tell you what to do if you have lost your certificate, or if it has been stolen or destroyed. You will have to 
an affidavit to that fact and, if required by the paying agent, RWE or the surviving corporation, post a bond in an amount that the 

agent, RWE or the surviving corporation, as the case may be, reasonably directs as indemnity against any claim that may be made 
those parties in respect of the certificate. * 

Redemption of our  Preferred and Preference Stock 

The merger agreement provides that, on or prior to the completion of the merger, we will redeem each issued and outstanding share of our 
m u l a t i v e  preferred stock, 5% series and 5% cumulative preference stock in accordance with the terms and conditions provided in our 

W i f i c a t e  of incorporation. 

Representations and Warranties 

In the merger agreement, American Water Works, RWE, Thames Water Holdings and Apollo each made representations and warranties 
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corporate organization and existence; 

. 
* 

e . 
. 

* . 

corporate power and authority to enter into and perform its obligations under, and enforceability of, the merger agreement; 

required consents and approvals of governmental entities; 

the absence of conflicts with or defaults under organizational documents, debt instruments, other contracts and applicable laws 
and judgments; 

regulation as a public utility holding company or public utility; 

broker's fees; and 

information supplied for inclusion in this proxy statement. 

In the merger agreement, RWE, Thames Water Holdings and Apollo also made representations and warranties relating to the availability of 
the funds necessary to complete its obligations under the merger agreement, the interim operations of Apollo and their ownership of our 
common stock. 

We also made representations and warranties relating to, among other things: 

subsidiaries; 

capital structure; 

documents filed with the Securities and Exchange Commission; 

absence of specified changes or events since December 3 1,2000; 

legal proceedings and regulatory actions; 

compliance with applicable laws; 

environmental matters; 

compliance with the Employee Retirement Income Securities Act and other employee benefit matters; 
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tax matters; 

inapplicability of state takeover statutes; 

~ 

I title to properties; 

. ~* receipt of Goldman Sachs' fairness opinion to our board of directors; and 

material contracts. 

Covenants; Conduct of Business Pending the Merger * 
With limited exceptions we agreed in the merger agreement that, until the completion of the merger, we and each of our subsidiaries will: 

cany on our respective businesses in the ordinary course consistent with past practice; 

* 
use commercially reasonable efforts to preserve our material assets and technology, preserve our business and regulatory 
relationships and maintain our material franchises, rights and permits necessary to conduct our business; and 

. 
use commercially reasonable efforts to comply with all applicable laws. 

Ir 
33 

We have also agreed that, until completion of the merger, except as expressly contemplated or permitted by the merger agreement or 
&mxsented to in writing by Thames Water Holdings, which consent will not be unreasonably withheld, we will not, and will not permit any of 
a m  subsidiaries to: 

. 
declare, set aside or pay dividends, or make other distributions, except (i) dividends by any of our wholly owned subsidiaries, 
(ii) regular quarterly cash dividends with respect to our common stock, not to exceed an annual rate of $0.94 per share in 2001, 
$0.98 per share in 2002 and $1.02 per share in 2003, in accordance with our past dividend policy, (iii) a pro rata "stub period" 
dividend based on the number of days elapsed between the most recent dividend record date and the effective date of the merger 
(iv) regular cash dividends with respect to the cumulative preferred stock, 5% series and 5% cumulative preference stock in 
accordance with our past dividend policy or (v) cash dividends with respect to the preferred stock of any of our subsidiaries or 
cash dividends with respect to the non-preferred capital stock of any non-wholly owned subsidiaries in the ordinary course of 
business consistent with such subsidiary's past practice; 

* 

e .  
purchase, redeem or otherwise acquire any shares of our respective capital stock or any other equity interests, except for (i) the 
redemption of the outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock, (ii) purchases, 
redemptions or other acquisitions required or permitted by the terms of any of our preferred stock or that of our subsidiaries, 
(iii) the purpose of funding or providing benefits under employee benefit plans, stock option and other incentive compensation 
plans, directors' plans and the dividend reinvestment provisions of our dividend reinvestment and stock purchase plan, 
(iv) purchases, redemptions or other acquisitions in the ordinary course of business consistent with past practice of any voting 
stock of any of our subsidiaries or (v) purchases of shares of capital stock of any of our wholly owned subsidiaries; 

e 

. 
split, combine or reclassify any capital stock or other equity interests or issue any other securities in respect of, in lieu of or in 
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substitution for such shares or interests; 

issue, deliver, sell, pledge or otherwise encumber any shares of our capital stock or other equity interests or grant any options, 
warrants, calls or rights to acquire any such shares or interests, other than (i) upon the exercise of stock options or other rights to 
purchase common stock in effect as of the date of the merger agreement, (ii) the delivery or sale of shares held as treasury stock 
as of the date of the merger agreement, or thereafter purchased on the open market to fund benefits under employee benefit 
plans, (iii) issuances by any of our subsidiaries of shares of capital stock to us or any of our wholly owned subsidiaries, 
(iv) issuances of our common stock pursuant to our rights agreement, (v) issuances of our common stock pursuant to our 
dividend reinvestment and stock purchase plan or (vi) issuances of our common stock which are necessary in our reasonable 
judgment, after consultation with Thames Water Holdings, in order to maintain our credit ratings and that of our subsidiaries; 

amend our respective certificates of incorporation or by-laws, except as required by applicable law or by the rules of the New 
York Stock Exchange; 

acquire or agree to acquire any corporation, any assets constituting a business, any other business entity or other assets that are 
material, other than (i) any business which is regulated by a state regulatory body or owned or operated by a municipality or 
local governmental entity, provided that all such acquisitions shall not involve aggregate payments (including debt assumption) 
of more than $300,000,000, (ii) any business in or related to the water services or wastewater services industry or any line of 
business conducted by Azurix North America Corp. or Azurix Industrials Corp. on or prior to the date of consummation of the 
acquisition of such entities which is not regulated by a state regulatory body or owned or operated by a municipality 

34 

or local governmental entity, provided that all such acquisitions shall not involve aggregate payments (including debt 
assumption) of more than $100,000,000, or (iii) assets constituting a business the acquisition of which does not require consent 
or approval under the merger agreement; * . 

* 
sell, lease, license, sell and leaseback, mortgage or otherwise encumber or subject to any lien or otherwise dispose of any real 
property, or any other material interests in properties or assets, other than (i) sales in which the fair market value of all such 
properties and assets does not exceed $100,000,000, (ii) sales to a governmental entity required by threat of condemnation or 
similar proceedings, conducted in a manner consistent with past practice, (iii) sales of securities at arm'slength which are held 
as passive minority investments or (iv) grants of easements, rights of way and liens in the ordinary course of business or in 
connection with our secured indebtedness or that of any of our subsidiaries, in each case consistent with past practice; 

incur or guarantee any indebtedness or issue or sell any debt securities or options, warrants, calls or other rights to acquire any 
our debt securities or the debt securities of any of our subsidiaries, enter into any interest rate protection agreement or other 
hedging arrangement, guarantee any debt securities of another person, enter into any "keep well" or other agreement to maintain 
any financial statement condition of another person or enter into any arrangement having the economic effect of any of the 
above, except for (i) short-term indebtedness in the ordinary course of business consistent with past practice, (ii) longterm 

the aggregate amount of such longterm indebtedness outstanding as of the end of each fiscal year ended after the date of the 
merger agreement (with certain exclusions), does not exceed 110% of the aggregate amount of all longterm indebtedness 
contemplated to be outstanding as of the end of such fiscal year by our business plan for the fiveyear period ending on 
December 3 1,2005, (iii) arrangements to finance acquisitions permitted by the merger agreement or to fund capital expenditures 
permitted by the merger agreement, (iv) any guarantees, bid bonds, performance bonds, surety bonds, payment bonds, letters of 
credit and "keep well" agreements and other similar arrangements entered into in the ordinary course of business consistent with 
past practice between us and our subsidiaries or in support of our indebtedness or other obligations, of our subsidiaries or among 
our subsidiaries; or (v) indebtedness in an amount equal to (1) the cost of our common stock purchased to fund or provide 
benefits under employee benefit plans, plus (2) the amount of cash proceeds that we would otherwise expect to receive from the 
sale of common stock under the dividend reinvestment and stock purchase plan for so long as such plan is indefinitely 
suspended pursuant to the merger agreement; 

* 
I indebtedness and interest rate protection and other hedging arrangements in respect of such longterm indebtedness so long as 
I 

~ 

I '  

e 

make any material loans, advances or capital contributions to, or investments in, any other person, other than any of our 
subsidiaries, other than (i) investments made in joint ventures permitted by the merger agreement, (ii) loans, advances, capital 
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contributions and investments made in connection with actions permitted by the merger agreement or (iii) in the ordinary course 
of business; 

4b 

. 
incur or commit to incur any capital expenditures in excess of 120% of the amount budgeted in our fiveyear capital plan, other 
than (i) capital expenditures required by changes in or newly promulgated applicable laws or judgments or applicable standards 
or policies of any governmental entity, (ii) capital expenditures funded by customer advances or contributions in aid of 
construction, (iii) capital expenditures incremental to our fiveyear capital plan as may be required to serve customers who 
generate sufficient revenues to fully fund the cost of such capital expenditures without adversely affecting customer rates, 
(iv) capital expenditures related to the operation of any business acquired through an acquisition permitted by the merger 
agreement, (v) capital expenditures to the extent covered by insurance or as reasonably required 

* 

~a 35 

in ourjudgment following a catastrophic event or (vi) capital expenditures in connection with performance by us or one of our 
subsidiaries under any contract to the extent our or our subsidiary's obligations in connection with any such capital expenditure 
are non-recourse to us or our subsidiary and funded by the United States government; * 

. 

* 

except as required by applicable law or any judgment (i) pay, discharge, settle or satisfy any material claims (including claims o 
stockholders), liabilities or obligations (whether absolute, accrued, asserted or unasserted, contingent or otherwise), other than 
the payment, discharge, settlement or satisfaction of claims, liabilities or obligations (A) in the ordinary course of business 
consistent with past practice, (B) as required by their terms as in effect on September 16,200 1 , or on the date of acquisition of 
the person subject thereto or (C) incurred since September 16,2001, in the ordinary course of business consistent with past 
practice, (ii) waive, release, grant or transfer any right of material value, other than in the ordinary course of business consistent 
with past practice or (iii) waive any material benefits of, or agree to modify in any materially adverse respect, or fail to enforce 
in any material respect, or consent to any material matter with respect to which consent is required under, any material 
confidentiality, standstill or similar agreement to which we or any of our subsidiaries is a party; 

take any action to fund or in any other way secure the payment of compensation or benefits under any benefit plan or other 
contract, accelerate the vesting or payment of any compensation or benefit under any benefit plan or other contract, grant any 
compensation, benefits, severance or termination pay or increases under any benefit plan or establish, adopt, enter into, amend 
or terminate any benefit plan, except as required to implement grants or increases permitted by the merger agreement, except 
(i) as required to comply with applicable law or any judgment, any collective bargaining agreement or any provision of our 
benefit plans or other contract, (ii) in the ordinary course of conducting our or any of our subsidiaries' respective businesses 
consistent with past practice, (iii) as would, in our discretion, be commercially reasonable in order to retain our employees and 
employees of our subsidiaries or to hire (or promote) or replace new executives, (iv) as is or would be required to give effect to 
acquisition agreements entered into by us and/or our subsidiaries or (v) as would not, individually or in the aggregate, materially 
increase our and our subsidiaries' annual expense for compensation and benefits provided or to be provided to our respective 
employees; 

. 
enter into any material contract other than (i) any contract related to our business regulated by public utility commissions as 
entered into in the ordinary course of business consistent with past practice, (ii) any contract related to the water services or 
wastewater services industry; provided that the average aggregate annual revenues to be received by us and our subsidiaries ove 
the first three years of such contract, together with the total average aggregate annual revenues to be received by us and our 
subsidiaries over the first three years of all such other contracts entered into during the twelvemonth period beginning the date 
of the merger agreement or during any subsequent twelvemonth period shall not exceed $60 million per year; provided, further 
that (A) the average annual amounts of any payments to be made to us during the first three years of such contract in respect of 
any capital expenditures permitted by the merger agreement and other recovered costs of capital in respect thereof shall not 
count against such $60 million per year limit and (B) the average annual amounts of any associated recovery of capital 
improvement costs (and, in the case of any "design-build-operate" contract, payments in respect of the "designbuild" portion of 
such contract to the extent that those payments are (x) guaranteed by a nonaffiliate which we reasonably determine is 
sufficiently creditworthy or (y) passed through to third parties who perform the "designbuild" portion of such contract) during 
the first three years of such contract shall not count against such $60 million per year limit or (iii) any contract providing for any 
transaction otherwise permitted by the merger agreement; 

* 

* 
I 36 
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I . 
renew any material contract unless such renewal (i) shall not modify the terms of such contract, taken as a whole, in any materia 
adverse respect or (ii) is on terms that are reasonably agreed to by us in carrying on our business in the ordinary course; 

4b 
modify, amend, waive or terminate any material contract other than in the ordinary course of business or the contracts filed with 
the SEC, in either case without consulting with Thames Water Holdings in good faith in advance; or 

authorize, or commit, resolve or agree to take any action described above. 

In addition to the foregoing, if we request the consent of Thames Water Holdings to enter into a contract or to make an acquisition not 
otherwise permitted by the merger agreement, Thames Water Holdings will promptly inform us whether RWE or any of its subsidiaries is 
participating or intends to participate in the bidding for such acquisition or contract and, if they inform us that RWE or any of its subsidiaries is 
participating or intends to participate in the bidding for the acquisition or contract or if they do in fact participate, then we will not be subject to 
the restrictions of the merger agreement with respect to that acquisition or contract. For the purposes of this procedure, unless Thames Water 

*Holdings has given us written notice to the contrary, we may presume that RWE or one of its subsidiaries is participating in any competitive 
bidding process for an acquisition or contract which has been marketed broadly to major participants in the water services or wastewater 
services industries and we will not be required to request the consent of Thames Water Holdings or otherwise be restricted by the merger 
agreement with respect to that acquisition or contract. 

We have agreed to consult with Thames Water Holdings and provide reasonable documentation prior to taking certain of the actions 
@emitted by the merger agreement during the period prior to completion of the merger. 

Efforts to Complete the Merger 

Subject to the terms and conditions set forth in the merger agreement, each of the parties to the merger agreement has agreed to use its 
reasonable best efforts to take, or cause to be taken, as promptly as reasonably practicable, all actions that are necessary, proper and advisable 

#Q achieve the completion of the merger, including (i) the taking of all acts necessary to satisfy the conditions necessary for the completion of 
the merger, (ii) the obtaining of all necessary actions or nonactions, waivers, consents, approvals, orders and authorizations from governmental 
entities and the making of all n e c e s s q  registrations, declarations and filings and the taking of all steps as may be necessary to obtain that 
approval or waiver from, or, to the extent any approval or waiver cannot be obtained, to avoid the need to obtain the approval or waiver from, 
or to avoid an action or proceeding by, any governmental entity and (iii) the obtaining of all necessary consents, approvals or waivers from 
third parties. To that effect, RWE and Thames Water Holdings, on the one hand, and we, on the other hand, have agreed to cooperate to 
develop a mutually acceptable plan to obtain the required regulatory approvals as expeditiously as reasonably practicable and to provide each 

.other with assistance, information and cooperation as reasonably requested in that regard. 

We, RWE and Thames Water Holdings have each agreed not to take any action that would reasonably be expected to materially impede or 
delay obtaining the required regulatory approvals or otherwise materially impede or delay the completion of the merger. 

In addition, subject to certain exceptions, RWE and Thames Water Holdings have agreed that, prior to the completion of the merger and 
e x c e p t  as we may consent to (which consent will not be unreasonably withheld or delayed), they will not and will cause their subsidiaries not to 

(i) acquire any US. water services or wastewater services business that is regulated by a public utility commission or similar regulatory body 
(other than any acquisition which does not involve aggregate payments (including debt assumption) by RWE, Thames Water Holdings or their 
subsidiaries in excess of 
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e 

$20 million), (ii) acquire any business that would cause RWE, Thames Water Holdings or any of their subsidiaries to be required to register as 
aholding company under the Public Utility Holding Company Act of 1935, which we refer to in this proxy statement as the'Holding Company 
Act, (iii) acquire any business that would subject RWE, Thames Water Holdings, Apollo or any of their subsidiaries to regulation under the 

wastewater business, (iv) acquire any business that would, upon the consummation of that acquisition, subject RWE, Thames Water Holdings 
or any of their subsidiaries to regulation under the Holding Company Act in a manner other than that described in clauses (ii) and (iii) above or 
(v) acquire any business that is a U.S. gas or electric utility, if in the case of clause (iv) or this clause (v), that business is subject to regulation 
as a gas or electric utility by any public utility commission in any material state. RWE and Thames Water Holdings have also agreed not to 
acquire shares of our common stock before the approval by our stockholders of the merger agreement and not to acquire more than 4.9% of our 
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common stock at any time prior to the completion of the merger. 

Conditions to the Merger 

* 

* 

I) 

* 

I, 

II) 

U 

1) 

Conditions to Each Party's Obligations 

Each party's obligation to complete the merger is subject to the satisfaction or waiver of the following conditions: 

Page 38 of 9 

we must obtain the adoption of the merger agreement by the affirmative vote of the holders of a majority of the votes 
represented by all the outstanding shares of our common stock and our cumulative preferred stock, 5% series, voting together as 
a single class, with each share of our common stock entitled to one vote and each share of cumulative preferred stock, 5% series 
entitled to I/lOth of a vote; 

the waiting period applicable to the completion of the merger under the HaIZScott-Rodino Antitrust Improvements Act shall 
have expired or been terminated; 

any other required approval or waiting period under any other similar competition, merger control, antitrust or similar law or 
regulation the failure of which to obtain or comply with would reasonably be expected to have a material adverse effect on us, 
shall have been obtained or shall have terminated or expired; 

there must not be in effect any temporary restraining order, preliminary or permanent injunction or other order or decree issued 
by a court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the completion of the 
merger; 

all required regulatory approvals under the laws and judgments of any state public utility commission, state public service 
commission or similar state regulatory body must have been obtained and must not have been reversed, enjoined or suspended 
and any waiting periods or conditions thereto must be expired or satisfied; 

all material required regulatory approvals under the laws and judgments of any public health departments, environmental 
protection agencies or of any federal or state regulatory body having jurisdiction over similar matters shall have been obtained 
and must not have been reversed, enjoined or suspended and any waiting periods or conditions thereto must be expired or 
satisfied; and 

the redemption of our outstanding cumulative preferred stock, 5% series and 5% cumulative preference stock must be 
completed. 
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Conditions to R WE 's, Thames Water Holdings' and Apollo's Obligations 

* The obligation of RWE, Thames Water Holdings and Apollo to complete the merger is subject to the satisfaction or waiver of the following 
additional conditions: 

l 
our representations and warranties must be true and correct as of the date of the merger agreement and as of the closing date, 
except representations and warranties that speak as of an earlier date, which must be true and correct as of that earlier date, other 
than any failure to be true and correct that would not reasonably be expected to have a material adverse effect on us; 

we must have performed in all material respects all obligations that we are required to perform under the merger agreement prio 
to the closing date; 

* 
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I), no material adverse effect on us shall have occurred and there must be no state of facts, change, development, effect, condition 

or occurrence that would reasonably be expected to have a material adverse effect on us; and 

the required regulatory approvals for the merger and other regulatory approvals obtained between the date of the merger 
agreement and the closing date in connection with acquisitions by us must not impose any terms or conditions that would 
reasonably be expected to have a material adverse effect either on us or on Thames Water Holdings' U.S. subsidiaries and us, 
taken as a whole. 

Conditions to American Water Works Obligations 

Our obligation to complete the merger is subject to the satisfaction or waiver of the following additional conditions: 

* 
RWE's, Thames Water Holdings' and Apollo's representations and warranties must be true and correct as of the date of the 
merger agreement and as of the closing date, except representations and warranties that speak as of an earlier date, which must 
be true and correct as of that earlier date, other than any failure to be true and correct that would not reasonably be expected to 
impair in any material respect the ability of RWE, Thames Water Holdings or Apollo to perform its obligations under the 
merger agreement or prevent or materially delay the completion of the merger; and 

RWE, Thames Water Holdings and Apollo must have performed in all material respects all obligations that each of them are 
required to perform under the merger agreement prior to the closing date. 

. * 
No Solicitation of Other Offers 

The merger agreement provides that neither we nor our representatives will: 

. 
solicit, initiate or encourage, or take any action knowingly to facilitate the submission of, any takeover proposal, as described 
below; or 

except as provided below, provide any nonpublic information relating to us to any person relating to a takeover proposal, or 
engage in any discussions or negotiations concerning a takeover proposal. 

. 
e 

We may, however, at any time prior to the adoption of the merger agreement by our stockholders, in response to a takeover proposal that our 
board of directors determines in good faith could reasonably be expected to lead to a superior proposal, as described below: 

Q 
provide information regarding us to the person making that takeover proposal pursuant to a customary confidentiality agreemen 
that does not contain any prohibition on making an unsolicited takeover proposal (so long as such information is concurrently 
provided to Thames Water Holdings); and 

39 * 
. 

participate in discussions or negotiations with the person making that takeover proposal regarding that takeover proposal. 

* In addition, we have agreed that neither our board of directors nor any of its committees will: 

withdraw, or modify in a manner adverse to Thames Water Holdings or Apollo, recommendation with respect to, the merger 
agreement or publicly propose to do so, or recommend, or propose publicly to recommend, the approval of any takeover 
proposal, unless our board of directors determines in good faith, after consulting with legal counsel, that such action is necessary 
for our board of directors to comply with its fiduciary duties to our stockholders under applicable law and our certificate of 
incorporation; 

adopt or approve, or publicly propose to adopt or approve, any takeover proposal, or withdraw its approval of the merger; 

I) 

I 
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ab. cause or permit us to enter into any letter of intent, memorandum of understanding, agreement in principle, acquisition 

agreement, merger agreement, joint venture agreement, partnership agreement or other agreement constituting or related to a 
takeover proposal; or 

agree or resolve to take any of the foregoing actions. 
. 

1 
1 

Our board of directors may, however, at any time prior to the special meeting, terminate the merger agreement in response to a superior 
proposal and concurrently or promptly thereafter enter into an agreement with respect to that superior proposal if: 

l 
i 

it delivers written notice to Thames Water Holdings five days prior to terminating the merger agreement, advising Thames 
Water Holdings that it has received a superior proposal, specifying the terms and conditions of, and the identity of the person 
making, the superior proposal, and that it intends to accept the superior proposal and exercise its right to terminate the merger 
agreement; and 

prior to or concurrently with the termination, we pay to Thames Water Holdings the $138 million termination fee. 

0 

We have agreed to cease any discussion or negotiations with any third parties conducted on or before the date of the merger agreement with 
aview toward a takeover proposal, and to notifj, Thames Water Holdings of any takeover proposal and keep Thames Water Holdings informed 
of the status of such takeover proposal. 

Nothing described above limits our ability to take actions to comply with certain rules under the Securities Exchange Act of 1934, or make 
any disclosure to our stockholders if, in the good faith judgment of our board of directors, after consultation with outside counsel, such failure 
PO disclose would be inconsistent with applicable law. 

For purposes of the merger agreement, the term "takeover proposal" means any inquiry, proposal or offer from any person relating to, or that 
* 

is reasonably likely to lead to: 

. 
a merger, consolidation or any similar transaction involving us or any of our significant subsidiaries; 

a purchase, other acquisition or assumption of assets or businesses that constitute or represent 20% or more of the total revenue, 
operating income, EBITDA or assets of us and our subsidiaries, taken as a whole; 

a purchase or other acquisition of our voting securities that, if completed, would result in any person beneficially owning 
securities representing 20% or more of our total equity or voting interests, or that of our subsidiaries, if such subsidiaries held 
the assets or businesses referred to in the previous bullet point; or 

any substantially similar transaction. 

. 0 

e 

40 

II, 
I The merger agreement defines the term "superior proposal" to mean: 

I any bona fide written offer by a third party that if consummated would result in the third party acquiring, directly or indirectly, 
50% or more of the voting power of our common stock or 50% of our and our subsidiaries' combined assets or a direct merger 
between such third party and us; and 

the consideration offered for which consists of cash and/or securities which our board of directors determines in its good faith 
judgment (after consultation with a recognized financial advisor) to be more favorable from a financial point of view to our 
stockholders, taking into account any counterproposals that Thames Water Holdings may make in response to a superior 
proposal or otherwise. 

I *  

I 
~ 

I *  

I 

i Termination of the Merger Agreement 

1 The merger agreement may be terminated at any time prior to the completion of the merger, whether before or after stockholder approval has 
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k e n  obtained: 

(I, 

1. 
by mutual written consent of American Water Works, Thames Water Holdings and Apollo; 

2. 
by either American Water Works or Thames Water Holdings, if: 

a 

* 

* 

the merger is not completed on or before March 16,2003, except that 
6) 

this right to terminate will not be available to any party whose failure to comply with the merger agreement has 
been the primary reason the merger has not been completed by that date; 

if all conditions are satisfied or are capable of being satisfied other than obtaining the required regulatory 
approvals, the termination date will be extended to September 16,2003, and the date will be further extended up 
to an additional 60 days for any waiting period in respect of a regulatory approval that has not yet expired if all 
other conditions are satisfied or are capable of being satisfied; and 

the date will be extended to September 16,2003, if all other conditions are satisfied other than the consummation 
of the stock redemption and American Water Works has mailed the notice of redemption; 

(ii) 

(iii) 

any order, injunction or other legal restraint or prohibition that prevents the completion of the merger is in effect and has 
become final and nonappealable; or 

our stockholders do not approve the merger agreement at the special meeting; 
3. 

by Thames Water Holdings if: 

our board of directors withdraws or modifies in a manner adverse to RWE its recommendation of the merger agreement 
or recommends to our stockholders any takeover proposal by a third party; or 

we have breached any of our representations or warranties, other than any failures of our representations and warranties 
to be true and correct that individually or in the aggregate would not reasonably be expected to have a material adverse 
effect, or materially breached any covenants in the merger agreement and the breach is not cured within 20 business days 
after written notice of the breach is delivered; or 

4. 
e by us if: 

Thames Water Holdings has breached any of its representations or warranties, other than any failures of its 
representations and warranties to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect, or 

0 41 

materially breached any covenants in the merger agreement and the breach is not cured within 20 business days after 
written notice of the breach is delivered; or 

prior to obtaining stockholder approval, our board of directors authorizes us to enter into an agreement with respect to a 
takeover proposal from a third party concurrently with such termination, provided that we have complied with the 
provisions of the merger agreement described above under 'LNo  Solicitation of Other Offers," including the payment to 
Thames Water Holdings of the $138 million termination fee described below. * 

rermination Fees 

' 
1 skcumstances: 

We must pay to Thames Water Holdings a termination fee of $138 million if the merger agreement is terminated under any of the following 
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In addition, if the merger agreement is terminated by Thames Water Holdings pursuant to the second bullet point under paragraph ( 3 )  above 
under "-Termination of the Merger Agreement", or by us pursuant to the first bullet point under paragraph (4) above under LTermination of 

e Merger Agreement" (subject to certain exceptions) then the norrterminating party must pay to the terminating party its documented outof- 
ket expenses and fees incurred in connection with the merger, which expenses and fees may not exceed $20 million. 

Employee Benefits 

RWE has agreed to honor and cause the surviving company to honor all employee benefit plans and collective bargaining agreements that 
://www.sec.gov/Archives/edgar/data/3 188 19/000091205701542014/a2064964zdefml4a.htm 3/14/0 

either party terminates pursuant to the first or third bullet points under paragraph (2) above under 'LTermination of the Merger 
Agreement", a takeover proposal shall have been made to us or any person has publicly announced an intention to make a 
takeover proposal prior to such termination and, within 12 months after such termination, we enter into a definitive agreement to 
consummate or do consummate a takeover proposal which results in a change in control; 

we terminate pursuant to the second bullet point under paragraph (4) above under '-Termination of the Merger Agreement"; or 

Thames Water Holdings terminates pursuant to the first bullet point under paragraph (3) above under '-Termination of the 
Merger Agreement." 

. 
1 

1 Thames Water Holdings must pay to us a termination fee of $138 million if the merger agreement is terminated under any of the following 
circumstances: 

. 

I, 

r) 

by either party pursuant to any of the first or second bullet points under paragraph (2), the second bullet point under 
paragraph (3), the first bullet point under paragraph (4) and, under certain circumstances, the second bullet point under 
paragraph (4), in each case above under "-Termination of the Merger Agreement," and at such time the closing conditions 
relating to the absence of any legal restraint preventing the closing or the receipt of all required regulatory approvals have not 
been satisfied; and 

any of the following are true: . 
RWE's, Thames Water Holdings' and Apollo's representations regarding regulation as a public utility are not true such 
that one of them or their subsidiaries is required to register as a holding company under the Holding Company Act or is 
subject to regulation as a public utility holding company in a manner that would raise substantive questions with respect 
to the ownership by any of them of any water or wastewater business; 

RWE or Thames Water Holdings has breached its covenant not to (x) acquire any U.S. water services or wastewater 
services business that is regulated by a public utility commission or similar regulatory body (other than any acquisition 
which does not involve aggregate payments (including debt assumption) by RWE, Thames Water Holdings or their 
subsidiaries in excess of $20 million), (y) acquire any business that would cause RWE, Thames Water Holdings or any 
of their subsidiaries to be required to register as a holding company under the Holding Company Act or (z) acquire any 
business that would subject RWE, Thames Water Holdings, Apollo or any of their subsidiaries to regulation under the 
Holding Company Act in a manner that would raise substantive questions with respect to the ownership by any of them 
of any water or wastewater business; or 

one of R W s ,  Thames Water Holdings' and Apollo's representations regarding regulation as a public utility (other than 
as discussed above) is no longer true or RWE or Thames 

. 
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Water Holdings has breached its covenant (x)(i) not to acquire any business that would, upon the consummation of that 
acquisition, subject RWE, Thames Water Holdings or any of their subsidiaries to regulation under the Holding Company 
Act in a manner other than that described above or (ii) acquire any business that is a US. gas or electric utility, if that 
business is subject to regulation as a gas or electric utility by any public utility commission in any material state or 
(y) not to take any action which would materially impede or delay obtaining any required regulatory approvals or (z) to 
use reasonable best efforts to obtain required regulatory approvals and, in each case, that failure to be true or breach was 
the primary cause of the failure to satisfy certain conditions to closing relating to regulatory approvals and other 
regulatory matters. 
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have been disclosed by us. In addition, subject to applicable law and any collective bargaining agreements, RWE has agreed to (i) for 
12 months after the merger, maintain our employee benefit plans and programs (other than any equity or equity based plans) in accordance wit 
their terms as in effect prior to the merger, without adverse amendment, and (ii) for 18 months after the merger to provide, or cause the 
surviving entity to provide, to our employees compensation (including base pay and annual and long term incentive opportunities, and 
including the value of any equitybased compensation) and employee benefits that are no less favorable in the aggregate than those provided to 
our employees prior to the merger. 

RWE has also agreed that, subject to applicable law and any collective bargaining agreements, it will, or will cause the surviving company 
to, provide lifetime medical and life insurance benefits at the same level as, and at the same cost (if any) as, in effect immediately prior to the 
date of the merger, to (i) all covered current retirees (as of the date of the merger) and (ii) all covered employees of our company and its 
subsidiaries who, as of the date of the merger, have satisfied all applicable eligibility requirements for purposes of our retiree medical plan as 
currently in effect, at such time after the merger as the employees retire. RWE has also agreed to allow our current, nonunion employees to 

II) participate in any employer stock ownership plan it maintains for its employees in the United States. 

On September 16,2001, Thames Water Holdings and some of the stockholders of American Water Works entered into a voting agreement 
ligating those stockholders to vote their shares in favor of the merger and against any takeover proposal (as def ied in the merger 

Prior to the merger, we have agreed to provide RWE commercially reasonable access to our employees for purposes of implementing the 
merger agreement. On September 17,200 1, we suspended indefinitely our dividend reinvestment and stock purchase plan. 

Amendment, Extension and Waiver e 
The parties may amend the merger agreement at any time before completion of the merger. However, after adoption of the merger agreemen 

r stockholders, no amendment may be made which by law requires further approval by our stockholders, unless we obtain that further 
Val. All amendments to the merger agreement must be in writing signed by us, RWE, Thames Water Holdings and Apollo. 

At any time before the completion of the merger, each of the parties to the merger agreement may, by written instrument: 
e . 

extend the time for the performance of any of the obligations or other acts of the other parties; 
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. 
waive any inaccuracies in the representations and warranties of the other parties contained in the merger agreement or in any 
document delivered pursuant to the merger agreement; or 

waive compliance with any of the agreements or conditions contained in the merger agreement. * 
However, after adoption of the merger agreement by our stockholders, no waiver may be made which by law requires further approval by 

rn stockholders, unless we obtain that further approval. 

Amendment to Rights Agreement 
I) 

In accordance with the merger agreement, as of September 16,2001, we amended the rights agreement, dated as of February 18, 1999, as 
ended by the first amendment to the rights agreement, dated as of June 1,2000, between us and Fleet National Bank, as rights agent, to 

provide that none of the approval, execution, delivery or performance of the merger agreement or the voting agreement or the completion of th 
msact ions contemplated thereby will cause the rights under the rights agreement to be adjusted or become exercisable. The amendment also 

vides that none of the merger, the merger agreement or the voting agreement will cause Thames Water Holdings or any of its affiliates or 
&sociates to become an "acquiring person" under the rights agreement. In addition, the amendment amends the rights agreement to provide tha 

(1) a "shares acquisition date" will not be deemed to occur as a result of the public announcement, approval, execution, delivery or performanc 
ofthe merger agreement or the voting agreement, or the completion of the transactions contemplated thereby and (2) neither a "triggering 
went" nor a "distribution date" will be deemed to occur as a result of the approval, execution, delivery or performance of the merger agreemen 
orthe voting agreement, or the completion of the transactions contemplated thereby. The amendment also provides that the rights will 
terminate immediately prior to the completion of the merger. 

Voting Agreement 
4P 
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agreeing to be bound by the voting agreement. The stockholders that are party to the voting agreement owned or controlled, at the time of the 
signing of the voting agreement, 25,989,476 shares of our common stock representing approximately 26% of the total votes entitled to be cast 
at the special meeting. Up to approximately 5% of the shares subject to the voting agreement may be sold without restriction before the special 
meeting of stockholders. The voting agreement will terminate if the American Water Works board of directors exercises its right to terminate 
the merger agreement and accept a superior proposal (as defmed in the merger agreement) and in other limited circumstances. See L- 

Termination of the Merger Agreement." 
I, 

I 44 

APPRAISAL RIGHTS 

~ 

l 

If the merger is consummated, holders of shares of American Water Works common stock are entitled to appraisal rights under Section 262 
of the Delaware General Corporation Law, provided that they comply with the conditions established by Section 262. 

Section 262 is reprinted in its entirety as Annex C to this Proxy Statement. The following discussion is not a complete statement of the law 
relating to appraisal rights and is qualified in its entirety by reference to Annex C. This discussion and Annex C should be reviewed carefully 
by any holder who wishes to exercise statutory appraisal rights or who wishes to preserve the right to do so, as failure to comply with the 
statutory procedures will result in the loss of appraisal rights. 

A record holder ofshares of American Water Works common stock who does not vote in favor of the merger agreement, who makes the 
demand described below with respect to such shares in a timely fashion, who continuously is the record holder of such shares through the * effective time of the merger and who otherwise complies with the statutory requirements of Section 262 will be entitled to an appraisal by the 
Delaware Court of Chancery of the fair value of his or her shares of American Water Works common stock. All references in this summary of 
appraisal rights to a "stockholder" or "holders of shares of American Water Works common stock" are to the record holder or holders of shares 
of American Water Works common stock. Except as set forth herein, stockholders of American Water Works will not be entitled to appraisal 
rights in connection with the merger. 

e Under Section 262, where a merger is to be submitted for approval at a meeting of stockholders, as in the case of the special meeting, not 
less than 20 days prior to the meeting the corporation must notify each of the holders of its stock who is entitled to appraisal rights that 
appraisal rights are available and include in the notice a copy of Section 262. This proxy statement constitutes that notice to you, and a copy of 
Section 262 is attached to this proxy statement as Annex C. 

Holders of shares of American Water Works common stock who desire to exercise their appraisal rights must not vote in favor of the merger 
*and must deliver a separate written demand for appraisal to American Water Works prior to the vote by the stockholders of American Water 

Works on the merger. A demand for appraisal must be executed by or on behalf of the stockholder of record and must reasonably inform 
American Water Works of the identity of the stockholder of record and that the stockholder intends to demand appraisal of his or her shares. A 
proxy or vote against the merger will not by itself constitute that demand. The written demand for appraisal must be in addition to and separate 
fiom any proxy or vote. Any stockholder making such a demand must thereafter continue to hold his or her shares of record until the effective 
time of the merger to be eligible for appraisal rights. Within ten days after the effective time of the merger, American Water Works must 
provide notice of the effective time to all stockholders who have complied with Section 262. * 

A stockholder who elects to exercise appraisal rights should mail or deliver his or her written demand to: American Water Works 
Company, Inc., 1025 Laurel Oak Road, Voorhees, New Jersey 08043, Attention: W. Timothy Pohl. 

A person having a beneficial interest in shares of American Water Works common stock that are held of record in the name of another 
person, such as a broker, fiduciary, depositary or other nominee, must act promptly to cause the record holder to follow the steps summarized 

@in this proxy statement properly and in a timely manner to perfect appraisal rights. If the shares of American Water Works common stock are 
owned of record by a person other than the beneficial owner, including a broker, fiduciary (such as a trustee, guardian or custodian), depositary 
or other nominee, the demand for appraisal must be executed by or for the record owner. If the shares of American Water Works common stoc 
are owned of record by more than one person, as in a joint tenancy or tenancy in common, the demand must be executed by or for all joint 
owners. An authorized agent, including an agent for two or more joint owners, may execute the demand for appraisal for a stockholder of 
nxord; however, the agent must identify the record owner and expressly disclose the fact that, in exercising the 
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demand, such person is acting as agent for the record owner. If a stockholder holds shares of American Water Works common stock through a 
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broker who in turn holds the shares through a central securities depository nominee such as Cede & Co., a demand for appraisal of such shares 
must be made by or on behalf of the depository nominee and must identify the depository nominee as record holder. 
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A record holder, such as a broker, fiduciary, depositary or other nominee, who holds shares of American Water Works common stock as a 
nominee for others, may exercise appraisal rights with respect to the shares held for all or less than all beneficial owners of shares as to which 
such person is the record owner. In such case, the written demand must set forth the number of shares covered by the demand. Where the 

outstanding in the name of the record owner. 
*number of shares is not expressly stated, the demand will be presumed to cover all shares of American Water Works common stock 

Within 120 days after the effective time of the merger, either American Water Works or any stockholder who has complied with the 
provisions of Section 262 may file a petition in the Delaware Court, with a copy served on American Water Works in the case of a petition 
filed by a stockholder, demanding a determination of the fair value of the shares of all stockholders who have properly demanded appraisal 

*rights. There is no present intent on the part of American Water Works to file an appraisal petition and stockholders seeking to exercise 
appraisal rights should not assume that American Water Works will file a petition for appraisal. Accordingly, holders of American Water 
Works common stock who desire to have their shares appraised should initiate any petitions necessary for the perfection of their appraisal 
rights within the time periods and in the manner set forth in Section 262. Within 120 days after the effective time of the merger, any 
stockholder who has complied with the provisions of Section 262 to that point in time will be entitled, upon written request, to receive from 
American Water Works a statement setting forth the aggregate number of shares of American Water Works common stock not voted in favor 
of the merger agreement and with respect to which demands for appraisal were received by American Water Works and the number of holders 

(b) within 10 days after the expiration of the period for the delivery of demands as described above, whichever is later. 
*of the shares. This statement must be mailed (a) within 10 days after the written request has been received by American Water Works or 

If a petition for an appraisal is timely filed, at the hearing on the petition, the Delaware Court will determine which stockholders are entitled 
to appraisal rights. The Delaware Court may require the stockholders who have demanded an appraisal for their shares and who hold stock 
represented by certificates to submit their certificates to the Register in Chancery for notation thereon of the pendency of the appraisal 

*proceedings; and if any stockholder fails to comply with this requirement, the Delaware Court may dismiss the proceedings as to that 
stockholder. Where proceedings are not dismissed, the Delaware Court will appraise the shares of American Water Works common stock 
owned by stockholders who have perfected their appraisal rights, determining the fair value of their shares exclusive of any element of value 
arising from the accomplishment or expectation of the merger, together with a fair rate of interest, if any, to be paid upon the amount 
determined to be the fair value. 

Although American Water Works believes that the merger consideration is fair, no representation is made as to the outcome of the appraisal 
of fair value as determined by the court and stockholders should recognize that such an appraisal could result in a determination of a value 
higher or lower than, or the same as, the merger consideration. Moreover, American Water Works does not anticipate offering more than the 
merger consideration to any stockholder exercising appraisal rights and reserves the right to assert, in any appraisal proceeding, that, for 
purposes of Section 262, the "fair value" of a share of American Water Works common stock is less than the merger consideration. In 
determining "fair value," the Delaware Court is required to take into account all relevant factors. In Weinberger v. UOP, Inc. the Delaware 
Supreme Court discussed the factors that could be considered in determining fair value in an appraisal proceeding, stating that "proof of value 

*by any techniques or methods which are generally considered acceptable in the financial community and otherwise admissible in court" should 
be considered and that "[flair price obviously requires consideration of all relevant factors 
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* 
involving the value of a company." The Delaware Supreme Court has stated that in making this determination of fair value the court must 
consider market value, asset value, dividends, earnings prospects, the nature of the enterprise and any other facts which could be ascertained as 
of the date of the merger which throw any light on k ture  prospects of the merged corporation. Section 262 provides that fair value is to be 
"exclusive of any element of value arising from the accomplishment or expectation of the merger." InCede & Co. v. Technicolor, Inc., the 
Delaware Supreme Court stated that this exclusion is a "narrow exclusion [that] does not encompass known elements of value," but rather 

.applies only to the speculative elements of value arising from such accomplishment or expectation. InWeinberger, the Delaware Supreme 
Court construed Section 262 to mean that "elements of future value, including the nature of the enterprise, which are known or susceptible of 
proof as of the date of the merger and not the product of speculation, may be considered." 

The cost of the appraisal proceeding may be determined by the Delaware Court and taxed against the parties as the Delaware Court deems 
equitable in the circumstances. However, costs do not include attorneys' and expert witness fees. Each dissenting stockholder is responsible for 
his or her attorneys' and expert witness expenses, although, upon application of a stockholder party to the appraisal proceeding, the Delaware 

without limitation, reasonable attorneys' fees and the fees and expenses of experts, be charged pro rata against the value of all shares of stock 
entitled to appraisal. 

'Court may order that all or a portion of the expenses incurred by any stockholder in connection with the appraisal proceeding, including, 

, 
Any holder of shares of American Water Works common stock who has duly demanded appraisal in compliance with Section 262 will not, , 
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~ * after the effective time of the merger, be entitled to vote the shares subject to the demand or to receive payment of dividends or other 
~ distributions on the shares, except for dividends or distributions payable to stockholders of record at a date prior to the effective time of the 

merger. 

At any time within 60 days after the effective time of the merger, any stockholder will have the right to withdraw a demand for appraisal ant 
to accept the terms offered in the merger; after this period, the stockholder may withdraw the demand only with the consent of American Wate * Works. If no petition for appraisal is filed with the Delaware Court within 120 days after the effective time of the merger, stockholders' rights 
to appraisal will cease, and all holders of shares of American Water Works common stock will be entitled to receive the consideration offered 
pursuant to the merger agreement. Because American Water Works has no obligation to file a petition for appraisal, and has no present 
intention to do so, any holder of shares of American Water Works common stock who desires a petition to be filed is advised to file it on a 
timely basis. Any stockholder may withdraw his or her demand for appraisal by delivering to American Water Works a written withdrawal of 
his or her demand for appraisal and acceptance of the merger consideration, except that (a) any attempt to withdraw made more than 60 days 
after the effective time of the merger will require written approval of American Water Works and (b) no appraisal proceeding in the Delaware e Court shall be dismissed as to any stockholder without the approval of the Delaware Court, and approval may be conditioned upon any terms 
+&e Delaware Court deems just. 
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* 
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 

The following table sets forth information as of October 31,2001 with respect to beneficial ownership of our common stock by: 

e 
our directors; 

our six most highly compensated executive officers; and 

all directors and executive officers of American Water Works as a group. * 
If  a director or executive officer owns less than one percent of our common stock, no percentage is shown under the heading "Percent of 

Zlass." Information for the table was obtained from the directors and executive officers. For purposes of the table, a person is a "beneficial 
3wner" of our common stock if that person, directly or indirectly, has or shares with others (a) the power to vote or direct the voting of the 
Jommon stock or (b) investment power with respect to the common stock, which includes the power to dispose or direct the disposition of the 
mmmon stock. e 

Amount and Nature 
of Beneficial Ownership 

Shared Voting Shares Owned 
Name of Individual or Sole Voting or or Acquirable by * Number of Persons in Investment Investment Within 60 Spouse and 

Group Power( 1) Power(2) Days(3) Children(2) Total 

William 0. Albertini 
1. James Barr 
LXhoda W. Cobb 

b y  J. Groves 
3emy G. Hager 
'Frederick S .  Kirkpatrick 
"Jerald C. Smith 
4nthony P. Terracciano 
Vancy Ware Wainwright. 

*Marilyn ware 
Paul W. Ware 
Ross A. Webber 
William S .  White 
Horace Wilkins, Jr 

a Zlizabeth H. Gemmill 

13,818 
743,916 

6,000 
47,309 

4,3 17 
8,000 

10,000 
43,199 
64,000 

6,824 
4,914,260 

17,090 
3,945 

10,000 
1,931 

47,734 
2,230,568 
2,029,234 

4,769,720 
19,975 

2,04739 1 
4,873,645 

810,491 

7,750,795 

13,818 
1,018 792,668 
1,500 2,238,068 

2,076,543 
4,3 17 

15,548 23,548 
4,779,720 

71 63,245 
64,000 

2,054,715 
9,787,905 

827,581 
200 4,145 

7,760,795 
1,931 

Percent 
of Class 

* 
* 

2.2% 
2.1% * 

* 
4.8% * 

* 
2.1% 
9.8% * 

* 
7.8% * 
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I *Joseph F. Hartnett, Jr 9,930 8,817 18,747 * 
I Daniel L. Kelleher 22,257 15,667 37,924 * 

W. Timothy Pohl 22,190 22,190 * 
Robert D. Sievers 9,464 8,817 18,281 * 
Ellen C. Wolf 1,434 20,2 1 7 200 21,851 * 
All directors and 

group (20 persons) 5,959,884 17,064,680 121,227 18,537 23,164,328(4) 23%(4) 
1 executive officers as a 

I 

Represents holdings of less than one percent. * 0) 
Includes shares of American Water Works' common stock credited through SeDtember 2001 to the accounts of the executive officers 
pursuant to American Water Works' Employees' Stock Ownership Plan &d Sabings Plan for Employees. 

Cobb Foundation, a charitable trust of which Rhoda W. Cobb is a trustee, owns 350,000 shares of American Water Works' common 
stock. Catlin Foundation, a charitable trust of which Nancy Ware 

(2) 

48 * 
--- 

Wainwright is a trustee, owns 167,323 shares of American Water Works' common stock. Oxford Foundation, Inc., a nonprofit 
corporation of which Marilyn Ware and Paul W. Ware are directors, owns 797,376 shares of American Water Works' common stock. 
Warwick Foundation, a charitable foundation of which Elizabeth H. Gemmill is the Managing Trustee, owns 615,000 shares of 
American Water Works' common stock and 200 shares of American Water Works' cumulative preferred stock, 5% series. 

Frederick S. Kirkpatrick and William S. White are trustees of a trust which owns 4,769,720 shares of American Water Works' common stock 
the beneficiaries of which are relatives of Mr. White. 

* Rhoda W. Cobb and Nancy Ware Wainright are trustees of the Rhoda C. Ware Revocable Trust. This trust owns 1,451,996 shares of 
American Water Works' common stock, the beneficiaries of which are Rhoda C. Ware and others. Ware Family Investments, LTD. owns 
128,572 shares of American Water Works' common stock. Rhoda W. Cobb and Nancy Ware Wainwright are trustees of the general partner of 
&is limited partnership. 

As the trustees or directors of these entities have voting and investment power, the shares of American Water Works' common stock held by 
I)such entities are shown opposite the name of the director or executive officer, but such shares are reported only once in the total for directors 

md executive officers as a group. The directors deny beneficial ownership of such shares. 

The directors and executive officers deny beneficial ownership of shares owned by their spouses and minor children. 

*m 
Reflects the number of shares that could be purchased by the exercise of options within 60 days of October 3 1,2001. 

Shares are reported only once in the total for directors and executive officers as a group. 
:4) 

None of the directors or executive officers has any material interest in any other stock of American Water Works or its subsidiaries. 

Based upon information available to American Water Works, as of October 31,2001, the following persons beneficially own more than 5% 
SAmerican Water Works' common stock. 

Amount and Nature 
of Beneficial Ownership 

I 

I) Sole Voting Shared Voting 
Name and Address or Investment or Investment Percent 
of Beneficial Owner Power Power of Class - 
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100 Woodbridge Center Drive 
Woodbridge, NJ 07095 
RWE Aktiengesellschaft( 1) 0 25,989,476 26.0% 
Thames Water Aqua Holdings GmbH 
Opernplatz 1, D-45128 

Page 48 of 9 * 'The Bessemer Group, Incorporated 7,02 1,454 100 7.0% 

(II Essen, Germany 

(1) 
According to the Schedule 13Djointly filed by RWE and Thames Water Holdings on September 25,2001, as amended by Amendment 
No. 1 dated November 13,2001, each of them is deemed to have shared voting power over 25,989,476 shares of our common stock and 
shared dispositive power over 24,647,414 shares of our common stock, in each case pursuant to the voting agreement entered into in 
connection with the merger agreement between Thames Water Holdings and certain of our stockholders. See "The Merger 

I Agreement-Voting Agreement." 
0 

* 
Based upon filings with the Securities and Exchange Commission, as of October 3 1,2001, there are no persons who own beneficially more 

than 5% of the outstanding shares of our cumulative preferred stock, 5% series. 
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OTHER MATTERS * 
Other Matters for Action at the Special Meeting 

Our board of directors is not aware of any matters to be presented for action at the special meeting other than those described in this proxy 
statement. If other matters should properly come before the special meeting, we intend that the holders of proxies solicited by this proxy 
statement will vote on those matters in their discretion. 

Proposals by Holders of Shares of Common Stock 

0 

Following the merger, we will not be a publicly held company. We do not anticipate that the merger will be completed prior to our regular 
annual meeting of stockholders in 2002, scheduled to be held in early May 2002. Under the rules of the Securities and Exchange Commission, 
we must have received proposals of stockholders intended to be presented at and included in the proxy statement for the annual meeting of 
stockholders in 2002 by November 28,2001. 

50 

* 
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

, 
The Securities and Exchange Commission encourages companies to disclose forwardlooking information so that investors can better 

understand a company's future prospects and make informed investment decisions. These statements may be made directly in this proxy 
statement referring to us, and they may also be made a part of this proxy statement by reference to other documents filed by us with the 

I 

~ *Securities and Exchange Commission, which is known as "incorporation by reference." 

Words such as "anticipate," "estimate," "expect," "project," "intend," "plan," "believe," "target," "objective," "strategy," "goal" and words 
and terms of similar substance used in connection with any discussion of future operating or financial performance, or the acquisition of us by 
RWE, identify forward-looking statements. Our forward-looking statements are based on our management's current views about future events 
and are subject to a number of factors and uncertainties that could cause actual results to differ materially from those described in the forward- 

differing materially from those described in the forwardlooking statements: 
*looking statements. The following risks related to our business and the merger, among others, could cause or contribute to actual results 

success of pending applications for rate increases; 
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.' 

inability to obtain, or to meet conditions imposed for, regulatory approval of pending acquisitions and divestitures; 

weather conditions that tend to extremes of temperature or duration; 

availability, terms and development of capital; 

business abilities and judgment of personnel; 

changes in, or the failure to comply with, governmental regulations, particularly those affecting the environment and water 
quality; 

competition; 

success of operating initiatives, advertising and promotional efforts; 

existence of adverse publicity or litigation; 

changes in business strategy or plans; 

quality of management; 

general economic, business and financial market conditions; 

the identity or involvement in the merger of RWE; 

the ability to satisfy the conditions to closing set forth in the definitive merger agreement; and 

other factors described in our filings with the SEC. 

We caution you not to place undue reliance on our forwardlooking statements, which speak only as of the date of this proxy statement or the 
date of the documents incorporated by reference in this proxy statement. Except as required by law, we are under no obligation, and expressly 
disclaim any obligation, to update or alter any forwardlooking statements, whether as a result of new information, future events or otherwise. 

For additional information about factors that could cause actual results to differ materially from those described in the forwardlooking 
statements, please see the quarterly reports on Form 10-Q and the annual reports on Form 10-K that American Water Works has filed with the 

*Securities and Exchange Commission as described under "Where You Can Find More Information." 

All forward-looking statements attributable to us or any person acting on our behalf are expressly qualified in their entirety by the cautionary 
statements contained or referred to in this section. 

51 * 
WHERE YOU CAN FIND MORE INFORMATION 

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange Commission. You 
may read and copy any document we file at the Securities and Exchange Commission's public reference rooms in Washington, D. C., New 
York, New York and Chicago, Illinois. Please call the Securities and Exchange Commission at 1400-SEC-0330 for further information on the 
public reference rooms. Our Securities and Exchange Commission filings are also available to the public at the Securities and Exchange 
Commission's website at http://www.sec.gov. Copies of documents filed by us with the Securities and Exchange Commission are also available 
at the offices of The New York Stock Exchange, 20 Broad Street, New York, New York 10005. l 

~ 

~ 

i e  Statements contained in this proxy statement, or in any document incorporated in this proxy statement by reference regarding the contents of 
any contract or other document, are not necessarily complete and each such statement is qualified in its entirety by reference to such contract or 
other document filed as an exhibit with the Securities and Exchange Commission. 
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The Securities and Exchange Commission allows us to "incorporate by reference," into this proxy statement documents we file with the 

Securities and Exchange Commission. This means that we can disclose important information to you by referring you to those documents. The 
information incorporated by reference is considered to be a part of this proxy statement, and later information that we file with the Securities 
and Exchange Commission will update and supersede that information. We incorporate by reference the documents listed below and any 
documents filed by us pursuant to Section 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of this proxy statement and before the 
date of the special meeting: 

American Water Works Filings Periods: 

Annual Report on Form 10-K 
Quarterly Reports on Form 10-Q 

Page 50 of 9 
r). 

* 
Year ended December 3 1 , 2000 
Quarters ended March 3 1,200 1, June 30,200 1 and 
September 30,200 1 
Filed August 7,200 1 , August 30,200 1, 
September 17,2001, October 30,2001, 
November 7,200 1 and November 8,200 1 

Filed March 25,200 1 

@ Current Reports on Form 8-K 

American Water Works' proxy statement for its 2001 
annual meeting of stockholders 

a You may request a copy of the documents incorporated by reference into this proxy statement by writing to, telephoning or mailing us. 

Requests for documents should be directed to: 

W. Timothy Pohl 
American Water Works Company, Inc. 
1025 Laurel Oak Road 

Telephone: (856) 346-8223 
E-mail address: wpohl@amwater.com 

(I, Voorhees, New Jersey 08043 

If you would like to request documents from us, please do so at least five business days before the date of the special meeting in order to 
receive timely delivery of such documents prior to the special meeting. e 

This proxy statement does not constitute the solicitation of a proxy in any jurisdiction to or from any person to whom or from whom it is 
unlawful to make such proxy solicitation in such jurisdiction. You should rely only on the information contained or incorporated by reference 
in this proxy statement to vote your shares at the special meeting. We have not authorized anyone to provide you with information that is 
different from what is contained in this proxy statement. This proxy statement is dated December 5,2001. You should not assume that the 
information contained in this proxy statement is accurate as of any date other than that date, and the mailing of this proxy statement to 

()stockholders does not create any implication to the contrary. 

52 
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Annex 

AGREEMENT AND PLAN OF MERGER 

Among 

RWE AKTIENGESELLSCHAFT, 

THAMES WATER AQUA HOLDINGS GMBH, 

APOLLO ACQUISITION COMPANY 

And 

AMERICAN WATER WORKS COMPANY, INC. 
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SECTION 5.09. Benefits Matters 
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SECTION 5.12. Stockholder Litigation 
SECTION 5.13. Director Resignations 
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a SECTION 5.08. Collective Bargaining Agreements 
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SECTION 6.01. Conditions to Each Party’s Obligation to Effect the Merger 
SECTION 6.02. Conditions to Obligations of Guarantor, Parent and Sub 
SECTION 6.03. Conditions to Obligation of the Company 
SECTION 6.04. Frustration of Closing Conditions 

ARTICLE VI1 Termination, Amendment and Waiver 

1 

I 

~ 

1 SECTION 7.0 1. Termination 
~ 

( 0  

SECTION 7.02. Effect of Termination 
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a EXHIBIT A Certificate of Incorporation 

A-ii 

* AGREEMENT AND PLAN OF MERGER dated as of September 16,200 1, by and among RWE AKTIENGESELLSCHAFT, a company 
organized under the laws of the Federal Republic of Germany ("Guarantor"), THAMES WATER AQUA HOLDINGS GMBH, a company 
organized under the laws of the Federal Republic of Germany and a wholly owned subsidiary of Guarantor ("Parent"), APOLLO 
ACQUISITION COMPANY, a Delaware corporation and a wholly owned subsidiary of Parent ("Sub"), and AMERICAN WATER WORKS 
COMPANY, INC., a Delaware corporation (the "Company"). 

db WHEREAS the Board of Directors of each of the Company and Sub has approved and declared advisable, the Supervisory Board of 
Guarantor has approved and deemed advisable, and the Managing Directors of Parent have approved and declared advisable, this Agreement 
and the merger of Sub with and into the Company (the "Merger"), upon the terms and subject to the conditions set forth in this Agreement, 
whereby each issued and outstanding share of Common Stock, par value $1.25 per share, of the Company (the "Company Common Stock") nct 
owned by Parent, Sub or the Company, other than the Appraisal Shares (as defmed in Section 2.01(d)), will be converted into the right to 
receive $46.00 in cash; 

I *  
1 
1 

WHEREAS simultaneously with the execution and delivery of this Agreement, Parent and certain stockholders of the Company (the 
"Specified Company Stockholders") are entering into a voting agreement (the "Company Voting Agreement") pursuant to which the Specified 
Company Stockholders are agreeing to take certain actions in furtherance of the Merger; and 

WHEREAS Guarantor, Parent, Sub and the Company desire to make certain representations, warranties, covenants and agreements in 
1) connection with the Merger and also to prescribe various conditions to the Merger. 

NOW, THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and agreements set forth herein, the 
parties hereto agree as follows: 

ARTICLE I 

The Merger 

* 
SECTION 1.01 The Merger. Upon the terms and subject to the conditions set forth in this Agreement, and in accordance with the Delaware 

General Corporation Law (the "DGCL"), Sub shall be merged with and into the Company at the Effective Time (as defined in Section 1.03). A 

~)http://www.sec.gov/Archives/edgar/datd3 188 19/000091205701542014/a2064964zdefm14a.htm 31 14/0 



Prepared by MERRTLL CORPORATION 
the Effective Time, the separate corporate existence of Sub shall cease and the Company shall continue as the surviving corporation (the 
"Surviving Corporation") and shall succeed to and assume all the rights and obligations of Sub in accordance with the DGCL. 

Page 53 of 9 
I) 

SECTION 1.02 Closing. Upon the terms and subject to the conditions set forth in this Agreement, the closing of the Merger (the "Closing") 
shall take place at 11:OO a.m., New York time, on the second business day after the satisfaction or waiver of the conditions set forth in 
Article VI (other than those that by their terms cannot be satisfied until the time of the Closing), at the offices of Cravath, Swaine & Moore, 

provided, however, that if all the conditions set forth in Article Vi  shall not have been satisfied or waived on such second business day, then the 
Closing shall take place on the first business day on which all such conditions shall have been satisfied or waived. The date on which the 
Closing occurs is referred to in this Agreement as the "Closing Date." 

*825 Eighth Avenue, New York, New York 10019, or at such other time, date or place agreed to in writing by Parent and the Company; 

SECTION 1.03 Efective Time. Upon the terms and subject to the conditions set forth in this Agreement, as soon as practicable on or after 
*the Closing Date, a certificate of merger or other appropriate documents (in any such case, the "Certificate of Merger") shall be duly prepared 

and executed by the parties in accordance with the relevant provisions of the DGCL and filed with the 

A-1 

Secretary of State of the State of Delaware. The Merger shall become effective upon the filing of the Certificate of Merger with the Secretary 
of State of the State of Delaware or at such subsequent time or date as Parent and the Company shall agree and specify in the Certificate of 
Merger. The time at which the Merger becomes effective is referred to in this Agreement as the "Effective Time." 

SECTION 1.04 Effects of the Merger. The Merger shall have the effects set forth in Section 259 of the DGCL. * 
SECTION 1.05 Certificate oflncorporation andBy-laws. (a) The Restated Certificate of Incorporation of the Company shall be amended a 

the Effective Time to read in the form of Exhibit A and, as so amended, such Restated Certificate of Incorporation shall be the Restated 
Certificate of Incorporation of the Surviving Corporation until thereafter changed or amended as provided therein or by applicable law. 

(b) The By-laws of Sub as in effect immediately prior to the Effective Time shall be the Bylaws of the Surviving Corporation until 
,thereafter changed or amended as provided therein or by applicable law. 

SECTION 1.06 Directors. (a) The directors of Sub immediately prior to the Effective Time shall be the directors of the Surviving 
Corporation until the earlier of their resignation or removal or until their respective successors are duly elected and qualified, as the case may 

, be. 

~ e 
I ("Thames"). 

(b) Guarantor shaU take all necessary action to cause J. James Barr to be elected as a director, as of the Effective Time, of Thames Water Plc 

(c) Guarantor shall take all necessary action to cause Marilyn Ware to be elected as a member, as of the Effective Time, of the Thames 
Water International Advisory Council. 

SECTION 1.07 Officers. The officers of the Company immediately prior to the Effective Time shall be the officers of the Surviving 
Corporation until the earlier of their resignation or removal or until their respective successors are duly elected and qualified, as the case may 
be. 

ARTICLE I1 

1. Conversion of Securities 

SECTION 2.01 Conversion of Capital Stock. At the Effective Time, by virtue of the Merger and without any action on the part of the 
holder of any shares of capital stock of the Company or Sub: (a)Capital Stock of Sub. Each issued and outstanding share of common stock of 
Sub shall be converted into and become one fully paid and nonassessable share of common stock, per value $1 .OO per share, of the Surviving I +Corporation. 

(b) Cancelation ofTreasury Stock and Parent-OwnedStock. Each share of Company Common Stock that is owned by the Company, as 
treasury stock, or by Parent or Sub immediately prior to the Effective Time shall automatically be canceled and shall cease to exist and no 
consideration shall be delivered or deliverable in exchange therefor. 
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(c) Conversion of Company Common Stock. Each share of Company Common Stock issued and outstanding immediately prior to the 

Effective Time (other than shares to be canceled in accordance with Section 2.01(b) and the Appraisal Shares) shall be converted into the right 
to receive $46.00 in cash without interest (the "Merger Consideration"). At the Effective Time all such shares shall no longer be outstanding 
and shall automatically be canceled and shall cease to exist, and each holder of a certificate that immediately prior to the Effective Time 
represented any such shares (a "Certificate") shall cease to have any rights with respect thereto, except the right to receive the Merger 
Consideration and any dividends declared and unpaid thereon payable to holders of record thereof as of a record date preceding the Effective 
Time. Following the Effective Time, upon surrender of Certificates in 

I A-2 

l 
a accordance with Section 2.02, the Surviving Corporation shall pay to the holders of Certificates as of the Effective Time any unpaid dividends 

declared in respect of the Company Common Stock with a record date prior to the Effective Time and which remain unpaid at the Effective 
Time, including the "stub period" dividend referred to in Section 4.01 (a)(i)(x)(C). 

(d) Appraisal Rights. Notwithstanding anything in this Agreement to the contrary, shares (the "Appraisal Shares") of Company Common 
Stock issued and outstanding immediately prior to the Effective Time that are held by any holder who is entitled to demand and properly 

("Section 262") shall not be converted into the right to receive the Merger Consideration as provided in Section 2.0 I(c), but instead such holder 
shall be entitled to payment of the fair value of such shares in accordance with the provisions of Section 262. At the Effective Time, all 
Appraisal Shares shall no longer be outstanding and shall automatically be canceled and shall cease to exist, and each holder of Appraisal 
Shares shall cease to have any rights with respect thereto, except the right to receive the fair value of such shares in accordance with the 
provisions of Section 262. Notwithstanding the foregoing, if any such holder shall fail to perfect or otherwise shall waive, withdraw or  lose the 
right to appraisal under Section 262 or a court of competent jurisdiction shall determine that such holder is not entitled to the relief provided by 
Section 262, then the right of such holder to be paid the fair value of such holder's Appraisal Shares under Section 262 shall cease and each 
such Appraisal Share shall be deemed to have been converted at the Effective Time into, and shall have become, the right to receive the Merger 
Consideration as provided in Section 2.01(c). The Company shall serve prompt notice to Parent of any demands for appraisal of any shares of 
Company Common Stock, and Parent shall have the right to participate in and direct all negotiations and proceedings with respect to such 
demands. Prior to the Effective Time, the Company shall not, without the prior written consent of Parent, make any payment with respect to, or 
settle or offer to settle, any such demands, or agree to do any of the foregoing. 

* demands appraisal of such shares pursuant to, and who complies in all respects with, the provisions of Section 262 of the DGCL 

SECTION 2.02 Exchange of Certificates. (a) Paying Agent. Prior to the Effective Time, Parent shall designate a bank or trust company 
reasonably acceptable to the Company to act as agent for the payment of the Merger Consideration upon surrender of Certificates (the "Paying 
Agent"). Parent shall take all steps necessary to enable, and shall cause, the Surviving Corporation to provide to the Paying Agent immediately 
following the Effective Time all the cash necessary to pay for the shares of Company Common Stock converted into the right to receive the 
Merger Consideration pursuant to Section 2.01(c), plus any amounts payable in respect of unpaid dividends declared in respect of the Company 
Common Stock with a record date prior to the Effective Time and which remain unpaid at the Effective Time, including the "stub period" 

Ir 

*dividend referred to in Section 4.Ol(a)(i)(x)(C) (such cash being hereinafter referred to as the "Exchange Fund"). 

(b) Exchange Procedure. As soon as reasonably practicable after the Effective Time, the Paying Agent shall mail to each holder of record of 
a Certificate (i) a form of letter of transmittal (which shall specify that delivery shall be effected, and risk of loss and title to the Certificates 
held by such person shall pass, only upon proper delivery of the Certificates to the Paying Agent and shall be in customary form and have such 
other provisions as Parent may reasonably specify) and (ii) instructions for use in effecting the surrender of the Certificates in exchange for the 

()Merger Consideration. Upon surrender of a Certificate for cancelation to the Paying Agent or to such other agent or agents as may be appointed 
by Parent, together with such letter of transmittal, duly completed and validly executed, and such other documents as may reasonably be 
required by the Paying Agent, the holder of such Certificate shall be entitled to receive in exchange therefor the amount of cash payable in 
respect of the shares formerly represented by such Certificate pursuant to Section 2.01(c), and the Certificate so surrendered shall forthwith be 
canceled. In the event of a transfer of ownership of Company Common Stock that is not registered in the stock transfer books of the Company, 
the proper amount of cash may be paid in exchange therefor to a person other than the person in whose name the Certificate so 

a A-3 

surrendered is registered, if such Certificate shall be properly endorsed or otherwise be in proper form for transfer, and the person requesting 
such payment shall pay any transfer or other taxes required by reason of the payment to a person other than the registered holder of such 

*Certificate or establish to the satisfaction of Parent that such tax has been paid or is not applicable. No interest shall be paid or shall accrue on 
the cash payable upon surrender of any Certificate. 

(c) No Further Ownership Rights in Company Common Stock. All cash paid upon the surrender of a Certificate in accordance with the terms 
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of this Article I1 shall be deemed to have been paid in full satisfaction of all rights pertaining to the shares of Company Common Stock 
formerly represented by such Certificate. At the close of business on the day on which the Effective Time occurs the stock transfer books of the 
Company shall be closed, and there shall be no further registration of transfers on the stock transfer books of the Surviving Corporation of the 
shares of Company Common Stock that were outstanding, immediately prior to the Effective Time. If, after the Effective Time, Certificates are 
presented to the Surviving Corporation or the Paying Agent for transfer or any other reason, they shall be canceled and exchanged as provided 
in this Article 11. 
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IC, 
1 
1 
1 Merger Consideration. 

(d) Termination of Exchange Fund Any portion of the Exchange Fund that remains undistributed to the holders of Company Common Stock 
for one year after the Effective Time shall be delivered to the Surviving Corporation, upon demand, and any holder of Company Common 
Stock who has not theretofore complied with this Article 11, shall thereafter look only to the Surviving Corporation for payment of its claim for 

II) (e) No Liability. None of Parent, the Surviving Corporation or the Paying Agent shall be liable to any person in respect of any cash delivered 
to a public official pursuant to any applicable abandoned property, escheat, or similar law. If any Certificates shall not have been surrendered 
prior to three years after the Effective Time (or immediately prior to such earlier date on which any Merger Consideration would otherwise 
escheat to or became the property of any Governmental Entity (as defined in Section 3.01(d))), any such Merger Consideration in respect 
thereof shall, to the extent permitted by applicable law, become the property of the Surviving Corporation, free and clear of all claims or 
interest of any person previously entitled thereto. 

(f) Investment of Exchange Fund The Paying Agent shall invest any cash included in the Exchange Fund, as directed by Parent, on a daily 
basis; provided, however, that such investments shall be in (i) obligations of or guaranteed by the United States of America and backed by the 
full faith and credit of the United States of America (ii) commercial paper obligations rated A 1 or P- 1 or better by Moody's Investors 
Service, Inc. or Standard & Poor's Corporation, respectively (iii) certificates of deposit maturing not more than 180 days after the date of 
purchase issued by a bank organized under the laws of the United States or any state thereof having a combined capital and surplus of at least 
$500,000,000 or (iv) a money market fund having assets of at least $3,000,000,000. Any interest and other income resulting from such 

rl, 

*investments shall be paid to Parent. 

(g) Lost Certijkates. If any Certificate shall have been lost, stolen, defaced or destroyed, upon the making of an affidavit of that fact by the 
person claiming such Certificate to be lost, stolen, defaced or destroyed and, if required by the Surviving Corporation, the posting by such 
person of a bond in such reasonable amount as the Surviving Corporation may direct as indemnity against any claim that may be made against 
it with respect to such Certificate, the Paying Agent shall pay in respect of such lost, stolen, defaced or destroyed Certificate the Merger 

*Consideration. 

(h) Withholding Rights. Parent, the Surviving Corporation or the Paying Agent shall be entitled to deduct and withhold any applicable taxes 
from the consideration otherwise payable pursuant to this Agreement to any holder of shares of Company Common Stock. 

SECTION 2.03 Redemption of Preferred Stock and Preference Stock. On or prior to the date on which the Effective Time occurs, but in an 
*event prior to the Effective Time, the Company shall 

A 4  

e e d e e m  (the "Stock Redemption") (i) each issued and outstanding share of its Cumulative Preferred Stock, 5% Series, par value $25.00 per 
share (the "Company 5% Cumulative Preferred Stock"), for a redemption price of $25.25 per share plus an amount equal to full cumulative 
dividends thereon (as defined in Section 6 ("Section 6") of Division A of Article Fourth of the Restated Certificate of Incorporation of the 
Company, as amended to the date of this Agreement) to the redemption date (as defined in Section 6 )  and (ii) each issued and outstanding share 
of its 5% Cumulative Preference Stock, par value $25.00 per share (the "Company 5% Cumulative Preference Stock" and, together with the 
Company 5% Cumulative Preferred Stock and the Company Common Stock, the "Company Capital Stock"), for a redemption price of$25.00 

er share plus an amount equal to full cumulative dividends thereon (as defined in Section 5 ("Section 5") of Division B of Article Fourth of 
e Restated Certificate of Incorporation of the Company, as amended to the date of this Agreement) to the redemption date (as defined in 

Section 5) (the redemption price for the Company 5% Cumulative Preferred Stock and the Company 5% Cumulative Preference Stock being 
referred to as the "Redemption Price"). 

&l 

ARTICLE 111 

Representations and Warranties 

1 SECTION 3.01 Representations and Warranties of the Company The Company represents and warrants to Parent and Sub as follows: (a) 

1 Organization, Standing and Power. Each of the Company and each of its subsidiaries (as defined in Section 8.03) (i) is duly organized, validly , Jlttp://www.~e~.gov/Archives/edgar/data/3 18819/000091205701542014/a2064964zdefm14a.htm 3/14/0 
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existing and in good standing under the laws of the jurisdiction of its organization, (ii) has all requisite corporate power and authority to carry 
on its business as now being conducted and (iii) except as set forth in Section 3.01(a) of the disclosure schedule delivered by the Company to 
Parent prior to the execution of this Agreement (the "Company Disclosure Schedule"), is duly qualified or licensed to do business and is in 
good standing to do business in each jurisdiction in which the nature of its business or the ownership, leasing or operation of its properties 
makes such qualification or licensing necessary, other than where the failure to be so qualified or licensed or in good standing individually or in 
the aggregate would not reasonably be expected to have a material adverse effect (as defined in Section 8.03). The Company has made 
available to Parent and its representatives true and complete copies of (A) the Restated Certificate of Incorporation and Bylaws of the 
Company by reference to the Filed SEC Documents (as defined in Section 3.01(e)), in each case as amended to the date of this Agreement and 
(B) the minutes of all meetings of the stockholders, the Board of Directors and each committee of the Board of Directors of the Company since 
June 1, 1998. 

0 

(b) Subsidiaries. Section 3.01(b)(i) of the Company Disclosure Schedule contains a true and complete list of each Significant Subsidiary (as 
e defined in Section 8.03) of the Company as of the date of this Agreement, including its jurisdiction of organization, the Company's interest 

therein and a brief description of the principal line or lines of business conducted by each such Significant Subsidiary. Except as set forth in 
Section 3.01(b)(i) of the Company Disclosure Schedule, all the issued and outstanding shares of capital stock of, or other equity or voting 
interests in, each subsidiary of the Company as of the date of this Agreement are owned by the Company, by another wholly owned subsidiary 
of the Company or by the Company and another wholly owned subsidiary of the Company, free and clear of all material pledges, claims, liens, 
charges, encumbrances and security interests of any kind or nature whatsoever (collectively, "Liens"), and are duly authorized, validly issued, 
fully paid and nonassessable. Except for the capital stock of, or other equity or voting interests in, its subsidiaries and as set forth in 

any capital stock of, or other equity or voting interests in, any corporation, partnership, joint venture, association, limited liability company or 
other entity. 

*Section 3.0l(b)(ii) of the Company Disclosure Schedule, as of the date of this Agreement, the Company does not own, directly or indirectly, 

A-5 

(c) Capital Structure. The authorized capital stock of the Company consists of (i) 300,000,000 shares of Company Common Stock, 
(ii) 1,770,000 shares of Cumulative Preferred Stock, par value $25.00 per share (the "Company Cumulative Preferred Stock"), of which 
101,777 shares have been designated as Company 5% Cumulative Preferred Stock, (iii) 750,000 shares of Cumulative Preference Stock, par 
value $25.00 per share (the "Company Cumulative Preference Stock"), of which 365,158 shares have been designated as Company 5% 

Cumulative Preferential Stock"). As of the close of business on September 10,2001, (1) 99,817,628 shares of Company Common Stock 
(excluding shares held by the Company as treasury shares) were issued and outstanding, (2) 63,693 shares of Company Common Stock were 
held by the Company as treasury shares, (3) 2,232,100 shares of Company Common Stock were reserved for issuance pursuant to the 
Company's 2000 Stock Award and Incentive Plan and the Company's LongTerm Performance-Based Incentive Plan (such plans, collectively, 
the "Company Stock Plans"), of which 905,751 shares were subject to outstanding Company Stock Options (as defined below), (4) the 
following number of shares of Company Common Stock were reserved (or registered with the SEC (as defined in Section 3.01(d)) for issuance 

*pursuant to each of the following Company Benefit Plans (as defined below): 876,125 shares under the Savings Plan For Employees of 
American Water Works Company, Inc. and its Designated Subsidiaries, 942,157 shares under the Employees' Stock Ownership Plan of 
American Water Works Company, Inc. and its Designated Subsidiaries, 50,000 shares under the Company's Deferred Compensation Plan, 
10,000 shares under the Company's Director Deferred Compensation Plan and 1,755,049 shares under the Company's Dividend Reinvestment 
and Stock Purchase Plan (collectively, the "Other Company Stock Plans"), (5) 80,865,863 shares of Company Common Stock were reserved 
for issuance in connection with the rights (the "Company Rights") issued pursuant to the Rights Agreement dated as of February 18, 1999, as 
amended as of June 1,2000 (as amended from time to time (the "Company Rights Agreement")), between the Company and BankBoston N.A. 

*(presently known as Fleet National Bank), as Rights Agent, (6) 101,777 shares of Company 5% Cumulative Preferred Stock were issued and 
outstanding, (7) 365,158 shares of Company 5% Cumulative Preference Stock were issued and outstanding, (8) no shares of Company 
Cumulative Preferred Stock (other than the Company 5% Cumulative Preferred Stock) were issued and outstanding, (9) no shares of Company 
Cumulative Preference Stock (other than the Company 5% Cumulative Preference Stock) were issued and outstanding and (10) no shares of 
Company Cumulative Preferential Stock were issued and Outstanding. There are no outstanding stock appreciation rights or other rights that are 
linked to the price of Company Common Stock granted under any Company Stock Plan whether or not granted in tandem with a related 

()Company Stock Option (as defined below). No shares of Company Capital Stock are owned by any subsidiary of the Company. As of the close 
of business on September 10,2001, there were outstanding options to purchase Company Common Stock granted under the Company Stock 
Plans (collectively, the "Company Stock Options") to purchase 905,75 1 shares of Company Common Stock with exercise prices on a per share 
basis lower than the Merger Consideration, and the weighted average exercise price of such Company Stock Options was equal to $23.65. 
Except as set forth above, as of the close of business on September 10,2001, no shares of capital stock of, or other equity or voting interests in, 
the Company, or options, warrants or other rights to acquire any such stock or securities, were issued, reserved for issuance or outstanding. 
During the period from September 10,2001 to the date of this Agreement, (x) there have been no issuances by the Company of shares of - 

.capital stock of, or other equity or voting interests in, the Company other than issuances of shares of Company Common Stock pursuant to the 
exercise of Company Stock Options outstanding on such date in accordance with their terms as in effect on the date of this Agreement and 
gY) there have been no issuances by the Company of options, warrants or other rights to acquire shares of capital stock or other equity or.voting 
interests from the Company. All outstanding shares of capital stock of the Company are, and all shares that may be issued pursuant to the 
Company Stock Plans and Other Company Stock Plans will be, when issued in accordance with the terms thereof, duly authorized, validly 

 cumulative Preference Stock and (iv) 3,000,000 shares of Cumulative Preferential Stock, par value $35.00 per share (the "Company 
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0 issued, fully paid and nonassessable and not subject to preemptive rights. There 
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me no bonds, debentures, notes or other indebtedness of the Company or any o f  its subsidiaries, and, except as set forth above, no securities or 
er instruments or obligations of the Company or any of its subsidiaries the value of which is in any way based upon or derived from any 

capital or voting stock of the Company, having in any such case at any time (whether actual or contingent) the right to vote (or convertible into 
w exchangeable for, securities having the right to vote) on any matters on which stockholders of the Company or any of its subsidiaries may 
wrote. Except as set forth above and except as specifically permitted under Section 4.01(a) (including as set forth in Section il.Ol(a)(ii) of the 
Company Disclosure Schedule), there are no Contracts (as defined in Section 3.01(d)) of any kind to which the Company or any of its 

diaries is a party or by which the Company or any of its subsidiaries is bound obligating the Company or any of its subsidiaries to issue, 
er or sell, or cause to be issued, delivered or sold, additional shares of capital stock of, or other equity or voting interests in, or securities 
ertible into, or exchangeable or exercisable for, shares of capital stock of, or other equity or voting interests in, the Company or any of its 

subsidiaries or obligating the Company or any of its subsidiaries to issue, grant, extend or enter into any such security, option, warrant, call, 
right or Contract. Except for the Stock Redemption and the redemption terms of any preferred stock of any of the Company's subsidiaries and 
as permitted by Section 4.01(a)(i)(y), there are not any outstanding contractual obligations of the Company or any of its subsidiaries to 
0 repurchase, redeem or otherwise acquire any shares of capita1 stock of, or other equity or voting interests in, the Company or any of its 

Ombsidiaries as of the date of this Agreement or (11) vote or dispose of any shares of the capital stock of, or other equity or voting interests in, 
any of the Company's subsidiaries as of the date of this Agreement. The copy of the Company Rights Agreement on file with the SEC (as 

ed in Section 3.01(d)) as an exhibit to the Form %A Registration Statement of the Company filed with the SEC on March 1 ,  1999, as 
mended by the amendment thereto on file with the SEC as an exhibit to the Form SA Registration Statement o f  the Company filed on June 1, 
XBO, is complete and correct. 

: 

(d) Authority; Noncontravention. (i) The Company has the requisite corporate power and authority to execute and deliver this Agreement 
and, subject to the Stockholder Approval (as defined in Section 3.01(n)) and the Company Required Consents (as defined below), to 
aimsummate the transactions contemplated hereby. The execution and delivery of this Agreement by the Company and the consummation by 

Company of the transactions contemplated hereby have been duly authorized by all necessary corporate action on the part of the Company 
and no other corporate proceedings on the part of the Company are necessary to approve this Agreement or the Company Voting Agreement or 
3to consummate the transactions contemplated hereby or thereby subject, in the case of the consummation of the Merger, to obtaining the 
Stockholder Approval (assuming consummation of the Stock Redemption). This Agreement has been duly executed and delivered by the 

*Company and constitutes a valid and binding obligation of the Company, enforceable against the Company in accordance with its terms. The 

*manimously adopted resolutions (A) approving the Stock Redemption and the Company Voting Agreement and approving and declaring 
ard of Directors of the Company, at a meeting duly called and held at which all directors o f  the Company were present, duly and 

this Agreement, the Merger and the other transactions contemplated hereby, (B) directing that this Agreement be submitted to a vote 
ng of the Company's stockholders and (C) recommending that the Company's stockholders adopt this Agreement. In its determination 

er the Merger is in the best interests of the Company's stockholders, the Board of Directors of the Company has complied with the 
rticle Tenth of the Restated Certificate of Incorporation of the Company. The execution and delivery of this Agreement and the 

ing Agreement and the consummation of the transactions contemplated hereby and thereby and compliance with the provisions 
reof do not and will not conflict with, or result in any violation or breach of, or default (with or without notice or lapse of time, o 

r, or give rise to a right of, or result in, termination, cancelation or acceleration of any obligation or to loss of a material benefit 
mcier, or result in the creation of any Lien in or upon any of the properties or assets of the Company or any of its subsidiaries under, or give 
&e to any increased, additional, accelerated or 
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garanteed rights or entitlements under, any provision of (x) the Restated Certificate of Incorporation or Bylaws of the Company or the 
certificate of incorporation or by-laws (or similar organizational documents) of any of its subsidiaries, (y) subject to obtaining the third party 

ocsnsents set forth in Section 3.01(d) of the Company Disclosure Schedule, any loan or credit agreement, bond, debenture, note, mortgage, 
enture, guarantee, lease or other contract, agreement, instrument, arrangement or understanding, whether oral or written (each, including all 
endments thereto, a "Contract"), to which the Company or any of its subsidiaries is a party or any of their respective properties or assets is 

sibject or (z) subject to obtaining the Company Required Consents and the receipt of the Stockholder Approval and the other matters referred 
ita in the following sentence, any (A) statute, law, ordinance, rule or regulation applicable to the Company or any of its subsidiaries or their 
mpective properties or assets ("Applicable Law"), (B) judgment, order or decree applicable to the Company or any of its subsidiaries or their 

p p e c t i v e  properties or assets ("Judgment"), or (C) Permit (as defined in Section 3.01(h)) other than, in the case of clauses (y) and (z), any suc 
cwflicts, violations, breaches, defaults, rights, losses, Liens or entitlements that individually or in the aggregate would not reasonably be 

ected to have a material adverse effect. No consent, approval, order or authorization of, registration, declaration or filing with, or notice to, 
domestic or foreign (whether national, federal, state, provincial, local or otherwise) government or any court, administrative agency or 

aimmission or other governmental or regulatory authority or agency (including a state public utility commission, state public service 
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commission or similar state regulatory body (each, a "PUC")) (each a "Governmental Entity"), is required by or with respect to the Company or 
my of its subsidiaries in connection with (I) the execution and delivery of this Agreement by the Company (11) the execution and delivery of 
&e Company Voting Agreement or (111) the consummation of the transactions contemplated hereby and thereby or compliance with the 
provisions hereof and thereof, except for (1) the filing of a premerger notification and report form by the Compa 
Rodino Antitrust Improvements Act of 1976, as amended (the "HSR Act"), and the receipt, termination or expir 
d e r  approvals or waiting periods required under any other applicable competition, merger control, antitrust or similar law or regulation, 
including, if the Company has completed its acquisition of Azurix North America Corp. and Azurix Industrials Corp. prior to the Closing, the 

mpetition, merger control, antitrust or similar laws or regulations of Canada or the Investment Canada Act, if applicable ( 2 )  the filing with 
e Securities and Exchange Commission (the 'SEC'') of a proxy statement relating to the adoption by the Company's stockholders of this 

Agreement (as amended or supplemented fiom time to time, the "Proxy Statement") and such reports under the Securities Exchange Act of 
amended (the "Exchange Act"), as may be required in connection with this Agreement, the Company Voting Agreement, the Merger 
her transactions contemplated hereby and thereby, (3) the filing of the Certificate of Merger with the Secretary of State of the State of 
and appropriate documents with the relevant authorities of other states in which the Company or any of its subsidiaries is qualified to 
s, (4) any filings required under the rules and regulations of the New York Stock Exchange ("NYSE"), (5) such consents, approvals, 

d e r s ,  authorizations, registrations, declarations, filings and notices required under Applicable Laws and Judgments of any PUC, (6)  such 
aments ,  approvals, orders, authorizations, registrations, declarations, filings and notices required under Applicable Laws and Judgments of 
my state departments of public health or departments of health or similar state regulatory bodies or of any federal or state regulatory body 
itaaving jurisdiction over environmental protection or environmental conservation or similar matters (collectively, "Health Agencies"), (7) such 
consents, approvals, orders, authorizations, registrations, declarations, filings and notices required to be obtained from or made to any n0nU.S. 

0 Governmental Entity due solely to the identity or involvement of Guarantor, Parent, Sub or any of their respective subsidiaries and (8) such 
&her consents, approvals, orders, authorizations, registrations, declarations, filings and notices the failure of which to be obtained or made 
Wvidually or in the aggregate would not reasonably be expected to have a material adverse effect. Consents, approvals, orders, authorizations 
qistrations, declarations, filings and notices (x) described (i) in the foregoing clause (5) that are required to be obtained or made by the 
Qmpany or any of its subsidiaries and (ii) in the foregoing clause (6) the 
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ikiiure of which to obtain or make would reasonably be expected to have a material adverse effect or (y) of any Governmental Entity that 
Id not be required to be obtained or made by the Company or any of its subsidiaries but for an acquisition of a business or asset by the 

a m p a n y  or any of its subsidiaries that is consummated after the date of this Agreement the failure of which to obtain or make would 
-onably be expected to have a material adverse effect are hereinafter referred to as the Tompany Required Consents." 

(ii) The Company and the Board of Directors of the Company have taken all action necessary to (A) render the Company Rights 
inapplicable to the execution, delivery and performance of this Agreement and the Company Voting Agreement and to the 
consummation of the Merger and any acquisition of Company Common Stock contemplated by Section 4.03(b) and (a) ensure that 
(x) neither Parent nor any of its affiliates or associates is or will become an "Acquiring Person" (as defined in the Company Rights 
Agreement) by reason of the execution, delivery and performance of this Agreement or the Company Voting Agreement or by reason o 
the consummation of the Merger or any acquisition of Company Common Stock contemplated by Section 4.03(b), (y) neither a 
"Distribution Date" nor a "Triggering Event" (each as defined in the Company Rights Agreement) shall occur by reason of the 
execution, delivery and performance of this Agreement or the Company Voting Agreement or by reason of the consummation of the 
Merger or any acquisition of Company Common Stock contemplated by Section 4.03(b) and (z) except as set forth in Section 3.01(d) 
(ii) of the Company Disclosure Schedule, the Company Rights shall terminate or be redeemed prior to the Effective Time. 

(e) SEC Documents. The Company has filed with the SEC all forms, reports, schedules, statements and other documents required to be filed 
r#ith the SEC by the Company since January 1,2000 (together with all information incorporated therein by reference, the "SEC Documents"). 
>cept as set forth in Section 3.01(e) of the Company Disclosure Schedule, no subsidiary of the Company is required to file any form, report, 
&edule, statement or other document with the SEC. As of their respective dates, the SEC Documents complied in all material respects with 
%e requirements of the Securities Act of 1933 (the "Securities Act") or the Exchange Act, as the case may be, and the rules and regulations of 

SEC promulgated thereunder applicable to such SEC Documents, and none of the SEC Documents at the time they were filed contained 
true statement of a material fact or omitted to state a material fact required to be stated therein or necessary in order to make the 
ents therein, in light of the circumstances under which they were made, not misleading. Except to the extent that information contained 
SEC Document filed and publicly available prior to the date of this Agreement (a "Filed SEC Document") has been revised or 

qe r seded  by a later filed Filed SEC Document, none of the SEC Documents contains any untrue statement of a material fact or omits to state 
rrnaterial fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which they 
sere made, not misleading. The financial statements (including the related notes) included in the SEC Documents comply as to form in all 

0 a e r i a l  respects with applicable accounting requirements and the published rules and regulations of the SEC with respect thereto, have been 
mpared in accordance with generally accepted accounting principles in the United States ("GAAP") (except, in the case of unaudited 
%Wements, as permitted by Form 1CrQ of the SEC) applied on a consistent basis during the periods involved (except as may be indicated in the 

s thereto) and fairly present in all material respects the consolidated financial position of the Company and its consolidated subsidiaries as 
dates thereof and their consolidated results of operations and cash flows for the periods then ended (subject, in the case of unaudited 
ents, to normal, recurring year-end audit adjustments). 

0 
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(f) Absence of Certain Changes or Events. Since December 3 1,2000, the Company and its subsidiaries have conducted their respective 
sinesses only in the ordinary course consistent with past practice and other than as set forth in the Filed SEC Documents, there has not been 
0 prior to the date of this Agreement, any state of facts, change, development, effect, condition or occurrence that 

A-9 
~0 

individually or in the aggregate constitutes, has had, or would reasonably be expected to have, a material adverse effect, (ii) prior to the date of 
is Agreement, any declaration, setting aside or payment of any dividend on, or other distribution (whether in cash, stock or property) in 

respect of, any of the Company's or any of its subsidiaries' capital stock or other equity or voting interests, except for dividends by a wholly 
iary of the Company to its shareholders and except for the regular quarterly cash dividend with respect to (w) preferred stock of 

the Company's past dividend policy, (y) the Company 5% Cumulative Preferred Stock in the amount of $0.3 125 per share, in 
the terms thereof, and (2) the Company 5% Cumulative Preference Stock in the amount of $0.3 125 per share, in accordance 

thereof, (iii) prior to the date of this Agreement, any purchase, redemption or other acquisition of any shares of capital stock of, 
QPT other equity or voting interests in, the Company or any options, warrants, calls or rights to acquire such shares or other interests, (iv) prior to 

date of this Agreement, any split, combination or reclassification of any of the Company's capital stock or other equity or voting interests o 
issuance or the authorization of any issuance of any other securities in respect of, in lieu of or in substitution for shares of capital stock of, 

other equity or voting interests in, the Company, (v) prior to the date of this Agreement, any material unfunded liability incurred as a result 
of any entry by the Company or any of its subsidiaries into, or any amendment of, any Company Benefit Plan (as defined in Section 3.01(k)), 
[wi i  prior to the date of this Agreement, any change in financial or tax accounting methods, principles or practices by the Company or any of its 
subsidiaries, except insofar as may have been required by a change in GAAP or Applicable Law, (vii) except as set forth in Section 3.01(f) 
[vii) of the Company Disclosure Schedule, prior to the date of this Agreement, any material election with respect to taxes by the Company or 
any of its subsidiaries or any settlement or compromise of any material tax liability or refund or (viii) prior to the date of this Agreement, any 

subsidiaries, in accordance with the terms thereof, (x) the Company Common Stock in the amount of $0.235 per share, in 

.xevaluation by the Company or any of its subsidiaries of any of the material assets of the Company or any of its subsidiaries. 

(g)  Litigation. Except as set forth in the Filed SEC Documents and except as set forth in Section 3.01(g) of the Company Disclosure 
?khedule, there is no suit, claim, action or proceeding pending or, to the knowledge of the Company, threatened against the Company or any of 
its subsidiaries or any of their respective assets that individually or in the aggregate would reasonably be expected to have a material adverse 
effect, nor is there any Judgment of any Governmental Entity or arbitrator outstanding against, or, to the knowledge of the Company, 

.hvestigation, notice of violation, order of forfeiture or complaint by any Governmental Entity against, the Company or any of its subsidiaries 
individually or in the aggregate would reasonably be expected to have a material adverse effect. 

(h) Compliance with Laws. Except as set forth in Section 3.01(h) of the Company Disclosure Schedule, and except with respect to 
Environmental Laws (as defined in Section 3.01(j)), the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), and taxes 
which are the subject of Sections 3.01(j), 3.01(k) and 3.01(1), respectively, or as set forth in the Filed SEC Documents, the Company and its 

ions, except for instances of noncompliance that individually or in the aggregate would not reasonably be expected to have a material 
*idiaries are in compliance with all Applicable Laws and Judgments of any Governmental Entity applicable to their businesses or 

erse effect. Neither the Company nor any of its subsidiaries has received, since January 1,2001, a written notice or other written 
mmmunication alleging a possible violation by the Company or any of its subsidiaries of any Applicable Law or Judgment of any 
Governmental Entity applicable to its businesses or operations, except for written notices or other written communications alleging possible 

tions that individually or in the aggregate would not reasonably be expected to have a material adverse effect. The Company and its 
idiaries have in effect all material permits, licenses, variances, exemptions, authorizations, franchises, orders and approvals of all 

@Governmental Entities (collectively, "Permits"), necessary or advisable for them to own, lease or operate their properties and assets and to 

A-IO 

'carry on their businesses as now conducted, except for those which the failure to obtain individually or in the aggregate would not reasonably 

wlapse of time or both) under, or event giving to any other person any right of termination, amendment or cancelation of, with or without 
ce or lapse of time or both, any Permit of the Company or any of its subsidiaries, except for any such violations, defaults or events that 

individually or in the aggregate would not reasonably be expected to have a material adverse effect. 

expected to have a material adverse effect. Neither the Company nor any of its subsidiaries is in violation of, default (with or without notice 

, 

1 0 (i) [Intentionally omitted]. 

I 
(i) Environmental Matters. Except as disclosed in the SEC Documents and as set forth in Section 3.010') of the Company Disclosure 

i Schedule, and except for such matters that individually or in the aggregate would not reasonably be expected to have a material adverse effect: 
ti) each of the Company and its subsidiaries possesses all Environmental Permits (as defined below) necessary to conduct its businesses and 
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operations; (ii) each of the Company and its subsidiaries is in compliance with all applicable Environmental Laws and all applicable 
Environmental Permits, and none of the Company or its subsidiaries has received any written communication from any Governmental Entity o 
other person that alleges that the Company or any of its subsidiaries has violated or is liable under any Environmental Law or Environmental 
Permit; (iii) there are no Environmental Claims (as defined below) pending or, to the knowledge of the Company, threatened in writing 
(A) against the Company or any of its subsidiaries or (B) against any person whose liability for any such Environmental Claim the Company o 
any of its subsidiaries has retained or assumed, either contractually or by operation of law; and (iv) to the knowledge of the Company, there 

0 have been no Releases (as defined below) of any Hazardous Materials (as defined below) that would reasonably be expected to form the basis 
of any Environmental Claim or any liability under any Environmental Law or Environmental Permit. 

Page 60 of 9 
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For the purposes of this Agreement: (A) "Environmental Claims" means any and all administrative, regulatory or judicial actions, orders, 
decrees, suits, demands, demand letters, directives, claims, liens, investigations, proceedings or notices of noncompliance or violation by any 
Governmental Entity or other person alleging liability arising out of, based on or related to (x) the presence, Release or threatened Release of, 

subsidiaries, or (y) any other circumstances forming the basis of any violation or alleged violation of any Environmental Law or Environmenta 
Permit; (B) "Environmental Laws" means all laws, rules, regulations, orders, decrees, common law, judgments or binding agreements issued, 
promulgated or entered into by or with any Governmental Entity relating to pollution or protection of the environment (including ambient air, 
surface water, groundwater, soils or subsurface strata) or to health and safety as affected by the exposure to Hazardous Materials, including 
taws and regulations relating to the presence of, exposure to, Release of or threatened Release of Hazardous Materials or otherwise relating to 

e generation, manufacture, processing, distribution, use, treatment, storage, recycling, transport, handling of, or the arrangement for such 
0 activities with respect to, Hazardous Materials; (C) "Environmental Permits" means all permits, licenses, certificates, registrations, waivers, 

exemptions and other authorizations required under applicable Environmental Laws; (D) "Hazardous Materials" means all hazardous, toxic, 
explosive or radioactive substances, wastes or other pollutants, including (x) petroleum, petroleum distillates and all other hydrocarbons, 
asbestos or asbestos-containing material, and (y) all other substances or wastes of any nature prohibited, limited or regulated as harmful to or 

0 or exposure to, any Hazardous Materials at any location, whether or not owned, operated, leased or managed by the Company or any of its 

ing of or in order to protect the environment; and (E) "Release" means any release, spill, emission, leaking, dumping, injection, pouring, 
it, disposal, discharge, dispersal, leaching or migration into or through the environment (including ambient air, surface water, 

groundwater, land surface or subsurface strata) or within any building, structure, facility or fixture. e 
(k) ERZSA Compliance. (i) Section 3.01(k)(i) of the Company Disclosure Schedule contains a true and complete list of any benefit, 

employment, personal services, collective bargaining, compensation, 

A-1 1 

0 

&tinge in control, severance, timsoff or perquisite agreement, plan, policy or other similar arrangement, (A) covering one or more current or 
former employees or directors of, or current or former independent contractors with respect to, the Company or any of its subsidiaries (each, a 
Tarticipant"), and maintained by the Company and/or one or more of its subsidiaries or (B) with respect to which the Company and/or any of 
its subsidiaries has or would reasonably be expected to have any liability (collectively, "Company Benefit Plans"). The Company has provided 

o m m a d e  available to Parent true and complete copies of (1) each Company Benefit Plan (or, in the case of any unwritten Company Benefit 
Plans, descriptions thereoo, (2) the most recent annual report on Form 5500 required to be filed with the United States Internal Revenue 
<Service (the "IRS") with respect to each Company Benefit Plan (if any such report was required), (3) the most recent summary plan description 
for each Company Benefit Plan for which such summary plan description is required and (4) each trust agreement and group annuity contract 
da t ing  to any Company Benefit P1an;provided that any of the foregoing not provided to Parent as of the date of this Agreement shall be 

livered to Parent promptly but in no event later than 30 days following the date of this Agreement. Each Company Benefit Plan has been 
oxtministered in accordance with its terms, except where the failure so to be administered individually or in the aggregate would not reasonably 

.x expected to have a material adverse effect. The Company and its subsidiaries and all the Company Benefit Plans are in compliance with all 
qplicable provisions of ERISA and the Code, except for instances of possible noncompliance that individually or in the aggregate would not 
monab ly  be expected to have a material adverse effect. Except as set forth in Section 3.01(k)(i) of the Company Disclosure Schedule, all 
"ompany Benefit Plans that are intended to be qualified under Section 401(a) of the Code have received favorable determination letters from 

IRS to the effect that such Company Benefit Plans are qualified and exempt from Federal income taxes under Sections 40 l(a) and 50 l(a), 
qec t ive ly ,  of the Code, and no such determination letter has been revoked nor, to the knowledge of the Company, has revocation been 

O:hreatened, and nothing has occurred since the date of such letter that would reasonably be expected to adversely affect its qualification. There 
is not pending or, to the knowledge of the Company, threatened any litigation relating to the Company Benefit Plans that individually or in the 
Xgregate would reasonably be expected to have a material adverse effect. 

(ii) Neither the Company nor any of its subsidiaries, nor any Company Benefit Plan which is subject to ERISA, has engaged in a 
"prohibited transaction" (as such term is defined in Section 406 of ERISA or Section 4975 of the Code) or any other breach of fiduciary 
responsibility that could subject the Company, any of its subsidiaries or any officer of the Company or any of its subsidiaries to the tax 

, 

~ 0 
l or penalty on prohibited transactions imposed by such Section 4975 or to any liability under Section 502(i) or 502( 1) of ERISA, except 

for any such tax, penalty or liability that individually or in the aggregate would not reasonably be expected to have a material adverse 
effect. All contributions and premiums required to be made under the terms of any Company Benefit Plan as of the date hereof have 

I 

I 

been timely made or have been reflected on the most recent consolidated balance sheet filed or incorporated by reference in the Filed 
SEC Documents, except as, individually or in the aggregate, would reasonably be expected to have a material adverse effect. 
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0' (iii) Except as, individually or in the aggregate, would not reasonably be expected to have a material adverse effect, the deduction of 

any amount payable pursuant to the terms of the Company Benefit Plans would not reasonably be expected to be subject to 
disallowance under Section 162(m) (before giving effect to Section 162(m)(4)(F)) of the Code for taxable years of the Company ending 
prior to the date hereof. 

~ 

I (iv) Section 3.01(k)(iv) ofthe Company Disclosure Schedule contains a list of all Company Benefit Plans which, as a consequence of 
the consummation of the Merger, are reasonably expected to (x) entitle any Participant to severance pay and/or (y) accelerate the time 
of payment or vesting or trigger any payment or funding (whether through a grantor trust or otherwise) of I O  

I A-12 

I 
0 

I compensation or benefits under, increase the amount payable or trigger any other material obligation. 

(v) The Company has provided to Parent a true and complete copy of the Report (as hereinafter defined) given to the compensation 
committee of the board of directors of the Company containing the estimates of any payments andor  benefits that would reasonably be 
expected to be received (whether in cash or property or the vesting of property) as a result of the Merger or any other transaction 
contemplated by this Agreement (including as a result of termination of employment on or following the Effective Time) by any 
Participant who is a "disqualified individual" (as such term is defined in proposed Treasury Regulation Section 1.280G-1) (each, a 
"Primary Company Executive") under any Company Benefit Plan (including any additional payment from the Company or any of its 
subsidiaries or any other person in the event that the excise tax under Section 4999 of the Code is imposed on such individual) that 
would reasonably be expected to be paid to the Primary Company Executives as a result of the Merger and the other transactions 
contemplated by this Agreement (including as a result of termination of employment on or following the Effective Time) under all 
Company Benefit Plans and (y) the "base amount" (as defined in Section 280G(b)(3) of the Code) for each Primary Company 
Executive, all as calculated and set forth in the report (dated August 1,2001) prepared by the compensation consultant retained by the 
Company (the "Report"). To the knowledge of the Company, the information provided to the compensation consultant that prepared the 
Report is accurate in all material respects. 

e 

0) Taxes. (i) Except as would not, individually or in the aggregate with respect to clause (i), (ii), (iii) or (iv), reasonably be expected to have 
amaterial adverse effect: (i) Each of the Company and each of its subsidiaries has filed (or caused to be filed) all tax returns required to be file 

d all such returns are true, complete and correct, or requests for extensions to file such tax returns have been timely filed, granted and 
not expired. Each of the Company and each of its subsidiaries has paid (or caused to be paid) all taxes shown as due on such tax returns, 

d taxes established to reflect timing differences between book and tax income) of tax for all taxes payable by each of the Company and 
fi ts  subsidiaries for all taxable periods and portions thereof accrued through the date of such financial statements. 

the most recent financial statements contained in the Filed SEC Documents reflect an adequate reserve (in addition to any reserve for 

(ii) Except as set forth in Section 3.01(l)(ii) of the Company Disclosure Schedule, no tax return of the Company or any of its 
subsidiaries is under audit or examination by any taxing authority, and no written notice of such an audit or examination has been 
received by the Company or any of its subsidiaries. There is no deficiency, refund litigation, written proposed adjustment or matter in 
controversy with respect to any taxes due and owing by the Company or any of its subsidiaries. Each deficiency resulting from any 
completed audit or examination relating to taxes by any taxing authority has been timely paid, except for such deficiencies being 
contested in good faith and for which adequate reserves are reflected on the books of the Company. The United States Federal income 
tax returns of the Company and each of its subsidiaries consolidated in such tax returns have been either examined by and settled with 
the IRS or closed by virtue of the applicable statute of limitations and no requests for waivers of the time to assess any such taxes are 
pending. 

0 

0 

, 
(iii) No liens for taxes (other than for current taxes not yet due and payable or for taxes being contested in good faith and for which 

adequate reserves are reflected on the books of the Company) exist with respect to any assets or properties of the Company or any of its 
subsidiaries. Neither the Company nor any of its subsidiaries is bound by any agreement with respect to the allocation, indemnification 
or sharing of taxes. 

, 
l 

0 
I A-I3 

I. (iv) Neither the Company nor any of its subsidiaries has constituted either a "distributing corporation" or a "controlled corporation" i 
a distribution of stock qualifiing for tax-free treatment under Section 355 of the Code (x) in the two years prior to the date of this 
Agreement or (y) in a distribution which could otherwise constitute part of a "plan" or "series of related transactions" (within the 
meaning of Section 355(e) of the Code) in conjunction with the Merger. I 

I 
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(v) As used in this Agreement, (A) "taxes" shall include (1) all forms of taxation, whenever created or imposed, and whether 

domestic or foreign, and whether imposed by a national, federal, state, provincial, local or other Governmental Entity, including all 
interest, penalties and additions imposed with respect to such amounts, (2) liability for the payment of any amounts of the type 
described in clause (1) as a result of being a member of an affiliated, consolidated, combined or unitary group and ( 3 )  liability for the 
payment of any amounts as a result of being party to any tax sharing agreement or as a result of any express or implied obligation to 
indemnify any other person with respect to the payment of any amount described in clause (1) or (2) and (B) "tax returns" shall mean a1 
domestic or foreign (whether national, federal, state, provincial, local or otherwise) returns, declarations, statements, reports, schedules, 
forms and information returns relating to taxes and any amended tax return. 

0 

(m) State Takeover Statutes. Assuming the accuracy of the representations and warranties set forth in Section 3.02(h), the approval by the 
Board of Directors of the Company of this Agreement, the Company Voting Agreement and the Merger and any acquisition of Company 
Common Stock contemplated by Section 4.03(b) constitutes approval of this Agreement, the Company Voting Agreement and the Merger and 
any acquisition of Company Common Stock contemplated by Section 4.03(b) for purposes of Section 203 of the DGCL and such approval 
represents the only action necessary to ensure that the restrictions contained in Section 203(a) of the DGCL do not and will not apply to the 
performance of this Agreement, to the consummation of the Merger in accordance with the provisions of this Agreement or any acquisition of 
Company Common Stock contemplated by Section 4.03(b) or to the Company Voting Agreement. Assuming the accuracy of the 
representations and warranties set forth in Section 3.02(h), no other state takeover or similar statute or regulation (excluding, for the avoidance 
of doubt, any Applicable Law which requires the Company Required Consents or the Parent Required Consents to be obtained) is applicable to 
this Agreement, the Company Voting Agreement or the Merger or any acquisition of Company Common Stock contemplated by Section 4.03 
@). 

(n) Voting Requirements. The affirmative vote at the Stockholders Meeting (as defined in Section 5.01(b)) or any adjournment or 
postponement thereof of the holders of a majority of the votes represented by all the outstanding shares of Company Common Stock and 
Company 5% Cumulative Preferred Stock, voting together as a single class, with each share of Company Common Stock entitled to one vote 
and each share of Company 5% Cumulative Preferred Stock entitled to 710th of a vote, in favor of adopting this Agreement (the "Stockholder 
Approval") is the only vote of the holders of any class or series of the Company's capital stock necessary to approve or adopt this Agreement or 
dhe Merger. The affirmative vote of the holders of the Company Capital Stock is not necessary to approve any other action required to be taken 
'by this Agreement or the Company Voting Agreement (other than the consummation of the Merger). 

(0) Regulation as a Utility. Except as set forth in Section 3.01(0) of the Company Disclosure Schedule, the Company is not subject to 
regulation as a public utility holding company, public utility or public service company (or similar designation) by any PUC. Section 3.01(0) of 

0 the Company Disclosure Schedule contains a true and complete list of each subsidiary of the Company that is subject to regulation as a public 
utility or public service company (or similar designation) by any PUC, including the name of each such jurisdiction in which such subsidiary is 
subject to such regulation. None of the Company or any of its subsidiaries is a "public utility company" or a "holding company" within the 
meaning of Section 2(a)(5) or 2(a)(7), respectively, of the Public Utility Holding Company 

A-14 

0 

Act of 1935 (the "Holding Company Act") or a "subsidiary company" or an "affiliate" (within the meaning of Section 2(a)(8) or 2(a)(l I), 
sespectively, of the Holding Company Act) of any holding company which is required to register as a holding company under the Holding 
Company Act. A11 filings required to be made by the Company or any of its subsidiaries since January 1,2000, under any Applicable Laws or 
Judgments relating to the regulation of public utilities or public service companies (or similarly designated companies), have been filed with 

appropriate PUC, Health Agency or other appropriate Governmental Entity, as the case may be, including all forms, statements, reports, 
agreements (oral or written) and all documents, exhibits, amendments and supplements appertaining thereto, including but not limited to all 
rates, tariffs, franchises, service agreements and related documents and all such filings complied, as of their respective dates, with all applicable 
requirements of all Applicable Laws or Judgments, except for such filings or such failures to comply that individually or in the aggregate 
would not reasonably be expected to have a material adverse effect. 

(p) Title to Properties. (i) Each of the Company and each of its subsidiaries owns or has valid and enforceable right to use under existing 
chises, water rights, easements or licenses, or valid and enforceable leasehold interests in, all of its properties, rights and assets necessary 

conduct of its respective business and operations as currently conducted, except where the failure to have such title, rights or interests 
ually or in the aggregate would not reasonably be expected to have a material adverse effect. All such properties, rights and assets, other 

roperties, rights and assets in which the Company or any of its subsidiaries has a leasehold interest, are free and clear of all Liens, except 
for Liens relating to secured indebtedness or that individually or in the aggregate would not reasonably be expected to have a material adverse 

ct. 
0 

(q) Brokers. No broker, investment banker, financial advisor or other person, other than Goldman, Sachs & Co., the fees and expenses of 
which will be paid by the Company, is entitled to any broker's, finder's, financial advisor's or other similar fee or commission in connection 

the transactions Contemplated by this Agreement based upon arrangements made by or on behalf of the Company or any of its 
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this Agreement, the Merger Consideration is fair to the Company's stockholders from a financial point of view. 

Page 63 of 9 
0 (r) Opinion of Financial Advisor. The Company has received the written opinion of Goldman, Sachs & Co. to the effect that, as of the date o 

( s )  Contracts. All material Contracts to which the Company or any of its subsidiaries is a party or any of their respective properties or assets 
b subject that are required to be filed as an exhibit to any Filed SEC Document have been filed as an exhibit to such Filed SEC Document 

1 (such filed Contracts, the "Filed Contracts"). All the Filed Contracts are valid and in full force and effect, except to the extent they have 
' 0 previously expired or terminated in accordance with their terms or they expire or terminate in compliance with the provisions of Section 4.01(a 

Qx)(C) and except for any invalidity or failure to be in full force and effect which would not reasonably be expected to have a material adverse 
e€€ect. None of the Company or any of its subsidiaries is in violation of or default (with or without notice or lapse of t i ne  or both) under, or has 
waived or failed to enforce any rights or benefits under, any Filed Contract, except for violations, defaults, waivers or failures to enforce rights 
or benefits that individually or in the aggregate would not reasonably De expected to have a material adverse effect. 

(t) Information Supplied. None of the information included or incorporated by reference in the Proxy Statement will, at the date the Proxy 

amendment or supplement thereof, contain any untrue statement of a material fact or omit to state any material fact required to be stated therein 
or necessary in order to make the statements therein, in light of the circumstances under which they are made, not misleading, except that no 
representation or warranty is made by the Company with respect to statements made in the Proxy Statement based on information supplied by 
Guarantor, Parent or Sub specifically for inclusion or incorporation by reference therein. 

Statement is filed with the SEC or mailed to the Company's stockholders or at the time of the Stockholders Meeting, or at the time of any 

0 A-1 5 

%e Proxy Statement will comply as to form in all material respects with the requirements of the Exchange Act and the ruIes and regulations 
promulgated thereunder. 

0 
SECTION 3.02 Representations and Warranties ofGuarantor, Parent and Sub. Guarantor, Parent and Sub jointly and severally represent 

and warrant to the Company as follows: 

(a) Organization. Each of Guarantor and Parent is a company duly organized and validly existing under the laws of the Federal Republic of 
Germany. Sub is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware. Each of 

.Guarantor, Parent and Sub (i) has all requisite corporate power and authority to carry on its business as now being conducted and (ii) is duly 
qualified or licensed to do business and is, if applicable, in good standing to do business in each jurisdiction in which the nature of its business 
a t h e  ownership, leasing or operation of its properties makes such qualification or licensing necessary, other than where the failure to be so 
cpalified or licensed or in good standing individually or in the aggregate would not reasonably be expected to prevent or materially impede or 

the consummation of the Merger or the other transactions contemplated hereby. Guarantor owns 100% of the outstanding capital stock of 
t and, indirectly through Parent, 100% of the outstanding capital stock of Sub. 

(b) Authority; Noncontruvention. Guarantor, Parent and Sub have the requisite corporate power and authority to execute and deliver this 
Agreement and, subject to the Parent Required Consents (as defined below), to consummate the transactions contemplated hereby and Parent 
PBaS the requisite corporate power and authority to execute and deliver the Company Voting Agreement and to consummate the transactions 
contemplated thereby. The execution and delivery of this Agreement by Guarantor, Parent and Sub, the execution and delivery of the Company 
Voting Agreement by Parent and the consummation by Guarantor, Parent and Sub of the transactions contemplated hereby and thereby have 
k n  duly authorized by all necessary company or corporate action, as applicable, on the part of Guarantor, Parent and Sub and no other 

.corporate proceedings on the part of Guarantor, Parent or Sub are necessary to approve this Agreement or the Company Voting Agreement or 
8tg, consummate the transactions contemplated hereby or thereby. This Agreement has been duly executed and delivered by Guarantor, Parent 

Sub and the Company Voting Agreement has been duly executed and delivered by Parent and each of this Agreement and the Company 
ng Agreement constitutes the valid and binding obligation of Guarantor, Parent and Sub, as applicable, enforceable against Guarantor, 
nt and Sub, as applicable, in accordance with their terms. The execution and delivery of this Agreement and the Company Voting 

greement and the consummation of the transactions contemplated hereby and thereby and compliance with the provisions of this Agreement 
md the Company Voting Agreement do not and will not conflict with, or result in any violation or breach of, or default (with or without notice 

se of time, or both) under, or give rise to a right of, or result in termination, cancelation or acceleration of any obligation to or loss of a 
ial benefit under, or result in the creation of any Lien upon any of the properties or assets of Guarantor, Parent or Sub under, or give rise 

it4, any increased, additional, accelerated or guaranteed rights or entitlements under, any provision of (i) the Certificate of Incorporation or By 
s of Sub or equivalent organizational documents of Guarantor or Parent, (ii) any Contract applicable to Guarantor, Parent, Sub or their 

mpective subsidiaries or their respective properties or assets or (iii) subject to obtaining the Parent Required Consents and other matters 
ceferred to in the following sentence, any (A) Applicable Law or (B) Judgment, in each case applicable to Guarantor, Parent, Sub or their 

Vespective subsidiaries or their respective properties or assets, other than, in the case of clauses (ii) and (iii), any such conflicts, violations, 
&faults, rights, losses or Liens that individually or in the aggregate would not reasonably be expected to prevent or materially impede or delay 

consummation of the Merger or the other transactions contemplated hereby. No consent, approval, order, or authorization of, registration, 
faration, or filing with, or notice to any Governmental Entity is required by, or with respect to, Guarantor, Parent, or Sub, or their respective 

wbsidiaries, in connection with the execution and delivery of this Agreement and the Company Voting Agreement, or the consummation by 

0 
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Guarantor, Parent and Sub of the transactions contemplated hereby and thereby, or the compliance with the provisions of this Agreement and 

termination, or expiration, as applicable of such other approvals or waiting periods required under any other applicable competition, merger 
control, antitrust or similar law or regulation, including, if the Company has completed its acquisition of Azurix North America Corp. and 
Azurix Industrials Corp. prior to the Closing, the competition, merger control, antitrust or similar laws and regulations of Canada or the 
hvestment Canada Act, if applicable, (2) the filing with, or furnishing to, the SEC of such reports under the Exchange Act as may be required 
i connection with this Agreement, the Company Voting Agreement, the Merger and the other transactions contemplated hereby and thereby, 
(3) the filing of the Certificate of Merger with the Secretary of State of the State of Delaware and appropriate documents with the relevant 
authorities of other states in which the Company is qualified to do business, (4) such consents, approvals, orders, authorizations, registrations, 

thorizations, registrations, declarations, filings and notices required under the Applicable Laws and Judgments of any Health Agency, 

0 &e Company Voting Agreement, except for (1) the filing of a premerger notification and report form under the HSR Act and the receipt, 

Iarations, filings and notices required under Applicable Laws and Judgments of any PUC, (5) such consents, approvals, orders, 

(6) such consents, approvals, orders, authorizations, registrations, declarations, filings and notices required to be obtained from or made to any 
mental Entity due solely to any acquisition of any business or person by the Company or any of its subsidiaries following the date of 

greement and (7) such other consents, approvals, orders, authorizations, registrations, declarations, filings and notices the failure of whic 
tained or made individually, or in the aggregate, would not impair in any material respect the ability of Guarantor, Parent or Sub to 

rm its obligations under this Agreement or prevent or materially impede or delay the consummation of the transactions contemplated by 
Agreement. Consents, approvals, orders, authorizations, registrations, declarations, filings and notices described (i) in the foregoing 
se (4) that are required to be obtained or made by Guarantor, Parent or Sub or any of their respective subsidiaries and (ii) in the foregoing 
se (5) the failure of which to obtain or make would impair in any material respect the ability of Guarantor, Parent or Sub to perform its 

Agreement, are hereinafter referred to as the "Parent Required Consents." No consent, approval, order, authorization, registration, declaration, 

contemplated by this Agreement with any n0nU.S. Governmental Entity, is required to be made or obtained by Guarantor, Parent or Sub or 
of their respective subsidiaries in connection with the execution and delivery of this Agreement and the Company Voting Agreement or th 

eonsummation by Guarantor, Parent and Sub of the transactions contemplated hereby and thereby or the compliance with the provisions of this 
Agreement and the Company Voting Agreement, except for such consents, approvals, orders, authorizations, registrations, declarations, filings 
=notices (x) required as a result of a change in Applicable Law after the date of this Agreement or (y) required to be obtained from or made to 

Governmental Entity due solely to any acquisition of a business or person by the Company or any of its subsidiaries following the date of 
Agreement. To the knowledge of Guarantor and Parent, as of the date of this Agreement, there exists no state of facts, condition, event or 

circumstance which would materially adversely affect Parent's ability to obtain the Parent Required Consents in a reasonably timely manner. 

ations under this Agreement or prevent or materially impede or delay the consummation of the transactions contemprated by this 

ofding or notice, the failure of which to obtain or make would prevent or materially impede or delay the consummation of the transactions 

(c) Interim Operations of Sub. Sub was formed solely €or the purpose of engaging in the transactions contemplated hereby and has engaged 
kt no business other than in connection with the transactions contemplated by this Agreement. 

(d) Regulation as a Utility. Except as set forth in Section 3.02(d) of the disclosure schedule delivered by Parent to the Company prior to the 
execution of this Agreement (the"Parent Disclosure Schedule") or as permitted in accordance with Section 4.03(a)(a), neither Guarantor, 

nt, Sub nor any of their respective subsidiaries (i) is a "public utility company" or a "holding company" or a 
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"snbsidiary company" of any holding company which is required to register as a holding company under the Holding Company Act, in each 
m e  as defined in the Holding Company Act, or (ii) is otherwise subject to regulation as a public utility holding company, public utility or 

service company (or similar designation) by any PUC; provided, however, the foregoing representation shall not be deemed to be 
ed as a result of (x) after the date hereof, any of Guarantor, Parent or Sub or any of their respective subsidiaries entering into any 
on and maintenance or concession contract that would not be prohibited under Section 4.03(a)(b) or (y) changes in Applicable Law after 

date of this Agreement. 

1 (e) Capital Resources. On or prior to the Closing Date, Parent will have sufficient cash to pay the Merger Consideration and any other 
nts payable under Section 2.02. 

~ 0 (f) Brokers. No broker, investment banker, financial advisor or other person, other than Merrill Lynch, Pierce, Fenner & Smith Incorporated 

er's, financial advisor's or other similar fee or commission in connection with the transactions contemplated by this Agreement based upon ' 
I Morgan Stanley & Co. Incorporated, the fees and expenses of which will be paid by or on behalf of Parent, is entitled to any broker's, 

m g e m e n t s  made by or on behalf of Guarantor, Parent, Sub or any of their subsidiaries. 
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(g) Information Supplied. None of the information supplied or to be supplied by Guarantor, Parent or Sub specifically for inclusion in the 

Proxy Statement will, at the date the Proxy Statement is filed with the SEC or mailed to the Company's stockholders or at the time of the 
Stockholders Meeting, or at the time of any amendment or supplement thereof, contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which 
they are made, not misleading. 
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I 

1 Stock. 

(h) Ownership of Company Stock. As of the date of this Agreement, neither Guarantor, Parent nor Sub nor any of their respective 
subsidiaries "beneficially owns" (as such term is defined for purposes of Section 13(d) of the Exchange Act) any shares of Company Common 

e 
ARTICLE IV 

Covenants Relating to Conduct of Business 

SECTION 4.01 Conduct of Business. (a) Conduct of Business by the Compary. During the period from the date of this Agreement to the 
Effective Time, except as consented to in writing by Parent (which consent shall not be unreasonably withheld or delayed; and which consent 
&all be deemed given if the Company has not received written notice otherwise from Parent within five business days after requesting such 

@consent of Parent as provided in Section 4.01(b)) or as specifically contemplated by this Agreement, the Company shall, and shall cause each 
of its subsidiaries to, carry on their respective businesses in the ordinary course consistent with past practice and use their commercially 
m o n a b l e  efforts to comply with all Applicable Laws and, to the extent consistent therewith, use their commercially reasonable efforts to 
preserve their material assets and technology, preserve their relationships with PUCs, Health Agencies, customers, suppliers and others having 
bsiness dealings with them and maintain their material franchises, rights and Permits necessary to the conduct of their business. Without 

iring the generality of the foregoing, during the period from the date of this Agreement to the Effective Time, except as consented to in 
writing by Parent (which consent shall not unreasonably be withheld or delayed; and which consent shall be deemed given if the Company has 

received written notice otherwise from Parent within five business days after requesting such consent of Parent as provided in Section 4.01 
or as specifically contemplated by this Agreement or as set forth in Section 4.01(a) of the Company Disclosure Schedule, the Company 

Ball not, and shall not permit any of its subsidiaries to: 

A-1 8 

(i) (x) declare, set aside or pay any dividends on, or make any other distributions (whether in cash, stock or property) in respect of, any of its 
capital stock or other equity or voting interests except for: 

(A) e dividends by a direct or indirect wholly owned subsidiary of the Company to its shareholders; 

(B) 
regular quarterly cash dividends with respect to the Company Common Stock, not in excess of an annual rate of $0.94 
per share in 2001, $0.98 per share in 2002 and $1.02 per share in 2003, in each case with usual declaration, record and 
payment dates and in accordance with the Company's past dividend policy; 

e 
(C) 

if the Effective Time occurs other than on a record date for quarterly cash dividends with respect to the Company 
Common Stock, a "stub period" dividend equal to an amount not to exceed 25% of the amount of the cash dividend per 
share permitted to be paid pursuant to the immediately preceding clause (B) during such fiscal year in which the 
Effective Time occurs multiplied by a fraction, the numerator of which is the number of days between the immediately 
preceding record date and the Effective Time and the denominator of which is the number of days between such record 
date and the next regularly scheduled record date; e 

(D) 
regular cash dividends with respect to outstanding shares of Company 5% Cumulative Preferred Stock in accordance 
with the terms thereof as in effect on the date of this Agreement; 

, e  (E> 
I regular cash dividends with respect to outstanding shares of Company 5% Cumulative Preference Stock in accordance 

with the terms thereof as in effect on the date of this Agreement; or I 



Prepared by MERRILL CORPORATION 
0 

Page 66 of 9 
(x) cash dividends with respect to any outstanding shares of preferred stock of any of the Company's subsidiaries or 
(y) cash dividends with respect to any outstanding shares of nonpreferred capital stock of any of the Company's non- 
wholly owned subsidiaries; provided, however, that in the case of subsidiaries owned as of the date of this Agreement, 
such dividends shall be paid only in the ordinary course of business consistent withsuch subsidiary's past practice; or 

(y) purchase, redeem or otherwise acquire any shares of capital stock of, or other equity or voting interests in, the Company or its * mbsidiaries or any options, warrants, calls or rights to acquire any such shares or other interests, except (A) for the Stock Redemption, 
:E%) purchases, redemptions or other acquisitions as required by the respective terms of any preferred stock of the Company or as required or 
F i t t e d  by the respective terms of any preferred stock of any of the Company's subsidiaries, (C) for the purpose of funding or providing 
b e f i t s  under employee benefit plans, stock option and other incentive compensation plans, directors plans and the dividend reinvestment 

visions of the Company's Dividend Reinvestment and Stock Purchase Plan, (D) purchases, redemptions or other acquisitions in the ordinary 
course of business consistent with past practice of any voting stock of a subsidiary of the Company not held by the Company or its subsidiaries 

) the purchases of shares of capital stock of a wholly owned subsidiary of the Company by the Company or a wholly owned subsidiary of 

(z) split, combine or reclassify any of its capital stock or other equity or voting interests or issue or authorize the issuance of any other 
securities in respect of, in lieu of or in substitution for shares of its capital stock or other equity or voting interests; 

(ii) issue, deliver, sell, pledge or otherwise encumber any shares of its capital stock, any other equity or voting interests or any securities 
convertible into, or exchangeable for, or any options, 

A-19 

0 
warrants, calls or rights to acquire, any such shares, interests or securities or any stock appreciation rights or other rights that are Iinked to the 
price of Company Common Stock other than: 

the issuance of shares of Company Common Stock (and associated Company Rights) upon the exercise of Company 
Stock Options and settlement of all other rights to purchase or receive Company Common Stock (collectively, the 
"Company Stock Issuance Rights") in accordance with the terms of such Company Stock Options and Company Stock 
Issuance Rights as in effect on the date of this Agreement; 

the delivery or sale of shares of Company Common Stock held as treasury stock of the Company as of the date hereof or 
thereafter purchased on the open market by the Company or one of its subsidiaries as permitted by, and for the purposes 
set forth in, Section 4.01(a)(i)(y)(C); 

the issuance of shares of capital stock to the Company or a wholly owned subsidiary of the Company by a subsidiary of 
the Company; 

the issuance of shares of Company Common Stock pursuant to the Company Rights Agreement pursuant to the terms 
thereof as in effect on the date hereof; 

to the extent permitted by Section 5.09(i), the issuance of shares of Company Common Stock pursuant to the Company's 
Dividend Reinvestment and Stock Purchase Plan; or 

issuances of shares of Company Common Stock which are necessary, in the reasonable judgment of the Company, in 
order to maintain the credit ratings of the Company or its subsidiaries;provided that any such issuance of shares shall be 
permitted only if prior to such issuance the Company shall have consulted with Parent, and the Company and Parent 
shall have been unable to agree on a mutually acceptable alternative basis to maintain the credit rating of the Company o 
its subsidiary, as the case may be; 

@i) amend its certificate of incorporation or by-laws (or similar organizational documents) except as may be required by Applicable Law or 
by the rules and regulations of the New York Stock Exchange; or ' ~http://www.~e~.gov/Archives/edgar/data/3 18819/000091205701542014/a2064964zdefm14a.htm 311 410 
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j 0 (iv) (A) directly or indirectly acquire or agree to acquire, whether by merging or consolidating with, or by purchasing assets of, or by any 

er manner, any assets constituting a business or any corporation, partnership, joint venture, association, limited liability company or other 
entity or division thereof, other than: 

(XI 
the acquisition of any business which is regulated by a PUC or owned or operated by a municipality or local 
Governmental Entity;provided, that all such acquisitions permitted by this clause (x) shall not involve aggregate 
payments (including debt assumption) by the Company and its subsidiaries of more than $300,000,000; or 

OI) 
the acquisition of any business in or related to (1) the water services or wastewater services industry or (2) any line of 
business conducted by Azurix North America Cop .  or Azurix Industrials Corp. on or prior to the date of consummation 
of the acquisition of such entities which is not regulated by a PUC or owned or operated by a municipality or local 
Governmental Entity;provided that all such acquisitions permitted by this clause (y) shall not involve aggregate 
payments (including debt assumption) by the Company or any of its subsidiaries of more than $100,000,000; 

0 

provided that, if the Company or any of its subsidiaries requests the consent of Parent for any acquisition not otherwise permitted by 
this clause (A) then Parent shall promptly inform the Company whether Guarantor or any of its subsidiaries is participating or intends tl 
participate in the bidding for such acquisition and, if Parent informs the Company that Guarantor or one of its 

A-20 

subsidiaries is participating or intends to participate in the bidding for such acquisition or if Guarantor or one of its subsidiaries does in 
fact so participate, then the Company shall not be subject to the provisions of this Section 4.Ol(a)(iv) with respect to such acquisition 
(providedfurther that, for the purposes of this Section 4.0l(a)(iv), the Company may presume (absent written notice to the contrary 
from Parent) that Guarantor or one of its subsidiaries is participating in any competitive bidding process for an acquisition which (i) is 
not prohibited by Section 4.03 and (ii) has been marketed broadly to major participants in the water services or wastewater services 
industries and shall not be required to request the consent of Parent or otherwise be subject to the provisions of this Section 4.01(a) 
(iv) with respect to any such acquisition); or 

0 
(B) any other assets that are material (unless such assets are acquired in the ordinary course of business), other than assets 

constituting a business the acquisition of which does not require consent or approval under Section J.Ol(a)(iv)(A); 

it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 
acquisition which requires approval of the Company's Board of Directors; or a 

(v) directly or indirectly sell, lease, license, sell and leaseback, mortgage or otherwise encumber or subject to any Lien or otherwise dispose 
ofany real property, or any other properties or assets or any interest therein that are material, individually or in the aggregate, other than: 

(A) 
sales of real property or other properties or assets, provided that the fair market value of all such properties and assets 
does not exceed $100,000,000; 

(B) 
the sale of any property or asset that the Company or one of its subsidiaries is legally required, or under bona fide threat 
of condemnation or similar proceedings, to sell to any Governmental Entity so long as the Company sells such property 
or asset to such Governmental Entity in a manner consistent with past practice; 

I O  

(C) 
the sale of shares of capital stock or other securities which are held as passive minority investments so long as such sale 
is made in an arm's-length transaction; or 

I (D) 
the grant of easements, rights of way and Liens in the ordinary course of business consistent with past practice, or in 
connection with secured indebtedness of the Company or any of its subsidiaries permitted by Section 4.0l(a)(vi) and 

1. 
I I consistent with past practice; 
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it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 
sale, lease, license, sale/leaseback, mortgage, encumbrance or other disposition which requires approval of the Company's Board of 
Directors; or 

0 (vi) (x) incur any indebtedness or guarantee any indebtedness of another person or issue or sell any debt securities or options, warrants, calls 
mother rights to acquire any debt securities of the Company or any of its subsidiaries, enter into any interest rate protection agreement or othet 
hedging arrangement, guarantee any debt securities of another person, enter into any "keep well" or other agreement to maintain any financial 
statement condition of another person or enter into any arrangement having the economic effect of any of the foregoing (excluding for purpose i af clarification, advances received as contemplated by Section 4.01 (a)(vii)(B)), except for: 

I (A) 
the incurrence of short-term indebtedness in the ordinary course of business consistent with past practice; io  

A-2 1 

0 

the incurrence of long-term indebtedness and interest rate protection and other hedging arrangements in respect of such 
long-term indebtedness so long as the aggregate amount of such longterm indebtedness outstanding as of the end of 
each fiscal year ended after the date of this Agreement (excluding, without duplication, longterm indebtedness 
otherwise permitted under this Section 4.01 (a)(vi)(x), but inchding longterm indebtedness incurred to fund capital 
expenditures permitted by Section 4.Ol(a)(vii) to the extent the incurrence of such indebtedness is included in the 
Company's business plan described below), does not exceed 110% of the aggregate amount of all longterm indebtedness 
contemplated to be outstanding as of the end of such fiscal year by the Company's business plan for the fiveyear period 
ending on December 31,2005, a true and complete copy of which has been provided to Parent prior to the date of this 
Agreement; 

0 

0 

(1) the incurrence of indebtedness or guarantees of indebtedness to finance acquisitions and the incurrence or assumption 
of indebtedness of the entities acquired in such acquisitions, in either case in connection with acquisitions permitted by 
Section 4.0l(a)(iv), or (2) the incurrence of indebtedness or guarantees of indebtedness to fund capital expenditures 
permitted by Section 4.0 1 (a)(vii); 

the incurrence of any guarantees, bid bonds, performance bonds, surety bonds, payment bonds, letters of credit and "kee 
well" agreements and other similar arrangements entered into in the ordinary course of business consistent with past 
practice between the Company and its subsidiaries or in support of the indebtedness or other obligations of the Company 
the Company's subsidiaries or among the Company's subsidiaries; or 

the incurrence of indebtedness in an amount equal to (1) the cost of Company Common Stock purchased for issuance 
pursuant to Section 4.Ol(a)(ii)(B), plus ( 2 )  the amount of cash proceeds that would otherwise be expected to be received 
by the Company from the sale of Company Common Stock under the Company's Dividend Reinvestment and Stock 
Purchase Plan after the date, and for so long as, such plan is indefinitely suspended pursuant to Section 5.09(i); or 

, (Y) 
I O  make any material loans, advances or capital contributions to, or investments in, any other person, other than the Company or 

any direct or indirect subsidiary of the Company other than (A) investments made in joint ventures formed for purposes 
permitted pursuant to Section 4.Ol(a)(iv), (B) loans, advances, capital contributions and investments made in connection with 
actions permitted pursuant to Sections 4.Ol(a)(iv), (v), (vi)(x), (vii) or (x) or (C) in the ordinary course of business; 

it being understood and agreed that the Company and its subsidiaries shall consult with Parent (i) on the Company's and its subsidiaries' 
credit ratings and (ii) prior to incurring any material long-term indebtedness (other than issuances of tax-free long-term indebtedness) of 
the Company or any of its subsidiaries; or 

0 

1 

1 
(vii) incur or commit to incur any capital expenditures in excess of 120% of the amount budgeted in the Company's fiveyear capital plan, a 

h e  and complete copy of which has been provided to Parent prior to the date of this Agreement, other than: 

~ ~inlttp://~~~.se~.gov/Archives/edgar/data/3 188 19/00009120570 15420 14/a2064964zdefml4a.htm 311410 



Prepared by MERRILL CORPORATION Page 69 of 9 
0 

(A) 
capital expenditures required by changes in or newly promulgated Applicable Laws or Judgments or applicable standard 
or policies of any Governmental Entity after the date of this Agreement; 

(B) 
capital expenditures funded by customer advances or contributions in aid of construction; 0 

I A-22 

I 

0 (C) 
capital expenditures incremental to the Company's fivsyear capital plan as may be required to serve customers who 
generate sufficient revenues to fully fund the cost of such capital expenditures without adversely affecting customer 
rates; 

(D) 
capital expenditures related to the operation of any business acquired through an acquisition permitted by Section 4.01(a) 
( N ;  

(E) 
capital expenditures to the extent covered by insurance or as reasonably required in the Company's judgment following a 
catastrophic event; or 

(F) 
capital expenditures in connection with performance by the Company or one of its subsidiaries under any Contract to the 
extent the Company's or such subsidiary's obligations in connection with any such capital expenditure are nonrecourse 
to the Company or such subsidiary and funded by the United States government; 

it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of the 
Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with respect to, any 
capital expenditure which requires approval of the Company's Board of Directors; or 

0 

(viii) except as required by Applicable Law or any Judgment (x) pay, discharge, settle or satisfy any material claims (including claims of 
stockholders), liabilities or obligations (whether absolute, accrued, asserted or unasserted, contingent or otherwise), other than the payment, 
discharge, settlement or satisfaction of claims, liabilities or obligations (A) in the ordinary course of business consistent with past practice, 

as required by their terms as in effect on the date of this Agreement or on the date of acquisition of the person subject thereto or 
incurred since the date of this Agreement in the ordinary course of business consistent with past practice, (y) waive, release, grant or 

ltransfer any right of material value, other than in the ordinary course of business consistent with past practice or (2) waive any material benefits 
.of, or agree to modify in any materially adverse respect, or fail to enforce in any material respect, or consent to any material matter with respec 
to which its consent is required under, any material confidentiality, standstill or similar agreement to which the Company or any of its 
subsidiaries is a party; 

(ix) except (i) as required to comply with Applicable Law or any Judgment, any Collective Bargaining Agreement or any provision of any 
Company Benefit Plan or other Contract as in effect on the date of this Agreement, (ii) in the ordinary course of the Company or its subsidiarie 
mnducting their respective businesses consistent with past practice, (iii) as would, in the discretion of the Company, be commercially 
insasonable in order to retain Company Employees (as defined in Section 5.09(a)) or to hire (or promote) or replace new executives, (iv) as is or 
would be required to give effect to acquisition agreements entered into by the Company andor its subsidiaries or (v) as would not, individually 
apll in the aggregate, materially increase the Company's and its subsidiaries' annual expense for compensation and benefits provided or to be 

vided to the Company Employees: 

(A) 
take any action to fund or in any other way secure the payment of compensation or benefits under any Company Benefit 
Plan or other Contract; 

(B) 
take any action to accelerate the vesting or payment of any compensation or benefit under any Company Benefit Plan or 
other Contract; 

' 0  
I 

I (C) grant any compensation, benefits, severance or termination pay or increases therein to any Participant; or 
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(D) 
establish, adopt, enter into, amend or terminate any Company Benefit Plan, except as required to implement grants or 
increases permitted under Section 4.0 1 (a)(ix)(C); or 

I A-23 

1 (x) (A) enter into any material Contract other than: 

e 

e 

e 

(1) 
any Contract related to the Company's PUC-regulated business entered into in the ordinary course of business 
consistent with past practice; 

(2) 
any Contract related to the water services or wastewater services industry;provided that the average aggregate 
annual revenues to be received by the Company and its subsidiaries over the first three years of such Contract, 
together with the total average aggregate annual revenues to be received by the Company and its subsidiaries 
over the first three years of all such other Contracts entered into pursuant to this clause (2) during the twelve 
month period beginning on the date of this Agreement or during any subsequent twelvemonth period shall not 
exceed $60 million per year (excluding any consumer price index or other similar adjustments and without regard 
to any extension thereof);provided, further that (A) the average annual amounts of any payments to be made to 
the Company during the first three years of such Contract in respect of any capital expenditures permitted by 
Section 4.0l(a)(vii)(F) of this Agreement and other recovered costs of capital in respect thereof shall not count 
against such $60 million per year limit and (B) the average annual amounts of any associated recovery of capital 
improvement costs (and, in the case of any "design-build-operate" Contract, payments in respect of the "desigrr 
build" portion of such Contract to the extent that those payments are (x) guaranteed by a nonaffiliate of the 
Company which the Company reasonably determines is sufficiently creditworthy or (y) passed through to third 
parties who perform the "design-build" portion of such Contract) during the first three years of such Contract 
shall not count against such $60 million per year limit; or 

e 
(3) 

any Contract providing for any transaction otherwise permitted by this Section 4.01(a); 

provided that if the Company or any of its subsidiaries requests the consent of Parent to enter into any Contract not otherwise permitted by this 
dmse (A) then Parent shall promptly inform the Company whether Guarantor or any of its subsidiaries is participating or intends to participate 

e bidding for such Contract and, if Parent informs the Company that Guarantor or one of its subsidiaries is participating or intends to 
icipate in the bidding for such Contract or if Guarantor or one of its subsidiaries does in fact so participate, then the Company shall not be 

subject to the provisions of this clause (A) with respect to such Contract (providedfurtherthat, for the purposes of this clause (A), the 
Company may presume (absent written notice to the contrary from Parent) that Guarantor or one of its subsidiaries is participating in any 
competitive bidding process for a Contract which has been marketed broadly to major participants in the water services or wastewater services 
idustries and shall not be required to request the consent of Parent or otherwise be subject to the provisions of this clause (A) with respect to 
my such Contract); 

e 
it being understood and agreed that the Company and its subsidiaries shall, reasonably in advance of the applicable meeting of 
the Company's Board of Directors, provide Parent with reasonable documentation describing, and consult with Parent with 
respect to, any material Contract which requires the approval of the Company's Board of Directors; 

(B) renew any material Contract unless such renewal (i) shall not modify the terms of such Contract, taken as a whole, in any 
ie  material adverse respect or (ii) is on terms that are reasonably agreed to by the Company in carrying on its business in the 

ordinary course; or 

A-24 

(C) modify, amend, waive or terminate (x) any material Contract other than in the ordinary course of business or (y) the Filed 
Contracts, in either case without consulting with Parent in good faith in advance; or 
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(b) Administration of Consents. Any request for a consent of Parent under Section 4.01(a), and any correspondence between the parties with 
mpect to those consents (including the granting or refusal to grant any such consent) and any consultation required under Section 4.01(a) shall 
be made solely by and between the person identified in Section 4.01(b) of the Company Disclosure Schedule, on behalf of the Company and its 
subsidiaries, and the person identified in Section 4.01(b) of the Parent Disclosure Schedule, on behalf of Guarantor, Parent and their respective 
subsidiaries. 

(c) Control of the Company's Business. It is understood and agreed that Guarantor, Parent, Sub and their affiliates do not have the right to 
mntrol or direct the Company's operations prior to the Effective Time. Prior to the Effective Time, the Company shall exercise, consistent with 

e terms and conditions of this Agreement, complete control and supervision over its operations. 

(d) Certain Tar Matters. Except as set forth in Section 4.01(d) of the Company Disclosure Schedule, during the period from the date of this 
nt to the Effective Time, the Company shall, and shall cause each of its subsidiaries to, (i) not make any material tax election without 

nd (ii) to the extent permitted by the applicable agreement, cause all existing tax sharing agreements to be terminated as of 

(e) Utility Filings. The Company shall, and shall cause each of its subsidiaries to, timely file in the ordinary course of business consistent 
with past practice all rate applications and all other material filings required to be made with PUCs. Except for filings in the ordinary course of 

siness consistent with past practice that individually or in the aggregate would not reasonably be expected to have a material adverse effect, 
e Company shall, and shall cause each of its subsidiaries to, consult with Parent reasonably in advance of making any filing to implement any 

& a g e s  in any of its or any of its subsidiaries' rates or surcharges for water service, standards of service or accounting. 

SECTION 4.02 No Solicitation. (a) From and after the date hereof, the Company agrees (i) that it and its subsidiaries shall not, nor shall it 
subsidiaries authorize or knowingly permit any director, officer or employee of the Company or any of its subsidiaries or any investment 
r, attorney, accountant or other advisor or representative of the Company or any of its subsidiaries (collectively, the "Representatives") to 

tly or indirectly, solicit, initiate or encourage, or take any other action knowingly to facilitate, any Takeover Proposal (as defined below) 
engage in any discussions or negotiations regarding, or provide any nonpublic information or data to make or implement, any Takeover 

Proposal, in each case other than a Takeover Proposal made by Parent; (ii) that it shall immediately cease and cause to be terminated any 
existing discussions or negotiations with any third persons conducted heretofore with a view to formulating a Takeover Proposal; and (iii) that 

11 immediately notify Parent of the receipt of any Takeover Proposal and that it shall keep Parent informed of the status of such Takeover 
osal; provided, however, that, at any time prior to obtaining the Stockholder Approval, the Company may, in response to a bona fide 

ver Proposal that the Board of Directors of the Company determines in good faith could reasonably be expected to lead to a Superior 
osal (as defined below) and which Takeover Proposal did not result from a breach of this Section 4.02, (x) furnish information with respec 

@the Company and its subsidiaries to the person making such Takeover Proposal (and its representatives) pursuant to a customary 
confidentiality agreement (except that such confidentiality agreement shall not prohibit such person from making an unsolicited Takeover 
Proposal), provided that all such information is provided on a prior or substantially concurrent basis to Parent, and (y) participate in discussions 

negotiations with the person making such Takeover Proposal (and its representatives) regarding such Takeover Proposal. 
0 
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The term "Takeover Proposal" means any inquiry, proposal or offer from any person relating to, or that is reasonably likely to lead to, any 

=change offer, binding share exchange, business combination, recapitalization, liquidation, dissolution, joint venture or similar transaction, of 
(~$1 assets or businesses that constitute or represent 20% or more of the total revenue, operating income, EBITDA or assets of the Company an 
' subsidiaries, taken as a whole, or (B) 20% or more of the outstanding shares of Company Capital Stock or capital stock of, or other equity or 
wting interests in, any of the Company's subsidiaries directly or indirectly holding the assets or businesses referred to in clause (A) above. 

-ct or indirect acquisition, in one transaction or a series of transactions, including by way of any merger, consolidation, tender offer, 

Neither the Board of Directors of the Company nor any committee thereof shall (i) withdraw (or modify in a manner adverse to Parent or 
or propose publicly to withdraw (or modify in a manner adverse to Parent or Sub) the recommendation or declaration of advisability by 
Board of Directors of the Company or any such committee of this Agreement or the Merger, or recommend, or propose publicly to 

mommend, the approval or adoption of any Takeover Proposal (other than a Takeover Proposal made by Parent) (each such action being 
to herein as an "Adverse Recommendation Change"), unless the Board of Directors of the Company determines in good faith, based on 
tters as it deems appropriate, after consulting with legal counsel, that such action is necessary for the Board of Directors of the 

any to comply with its fiduciary duties to the Company's stockholders under applicable law and the Company's certificate of 
&corporation, (ii) adopt or approve, or publicly propose to adopt or approve, any Takeover Proposal (other than a Takeover Proposal made by 

P a n t ) ,  or withdraw its approval of the Merger, (iii) cause or permit the Company to enter into any letter of intent, memorandum of 
derstanding, agreement in principle, acquisition agreement, merger agreement, joint venture agreement, partnership agreement or other 
m e m e n t  (each, an "Acquisition Agreement") constituting or related to any Takeover Proposal (other than a confidentiality agreement referred 
&in Section 4.02(a)) or (iv) agree or resolve to take any of the actions prohibited by clauses (i), (ii) or (iii) of this sentence. Notwithstanding 
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anything in this Agreement to the contrary, at any time prior to obtaining the Stockholder Approval, the Board of Directors of the Company 
may, in response to a Superior Proposal (as defined below) that did not result from a breach of Section 4.02(a), cause the Company to terminate 

is Agreement pursuant to Section 7.01(f) and concurrently or promptly thereafter enter into an Acquisition Agreementprovided, however, 
ha t  the Company shall not terminate this Agreement pursuant to Section 7.01(f), unless the Company shall have complied with all the 
provisions of this Section 4.02 (except for any failure to comply that would not adversely affect the rights of Parent under this Section 4.02), 
hcluding the notification provisions in this Section 4.02, and with all applicable requirements of Section 5.06(b) (including the payment of the 

0 Termination Fee (as defined in Section 5.06(b)) prior to or concurrently with such termination); andprovided further, however, that the 
Company shall not exercise its right to terminate this Agreement pursuant to Section 7.01(fJ until the fifth business day following Parent's 
w e i p t  of written notice (a "Notice of Superior Proposal") from the Company advising Parent that the Board of Directors of the Company has 
meived a Superior Proposal specifying the terms and conditions of the Superior Proposal, identifying the person making such Superior 
Proposal and stating that the Board of Directors of the Company intends to exercise its right to terminate this Agreement pursuant to 
Section 7.01(f) (it being understood and agreed that, prior to any such termination taking effect, any amendment to the price or any other 
material term of a Superior Proposal shall require a new Notice of Superior Proposal and a new five business day period). a 

The term "Superior Proposal" means any bona fide written offer made by a third party in respect of (i) a transaction that if consummated 
would result in such third party acquiring, directly or indirectly, 50% or more of the voting power of the Company Common Stock or 50% or 
more of the assets of the Company and its subsidiaries, taken as a whole, or (ii) a direct merger between such third party and the Company, in 
either case providing for consideration to the Company's stockholders consisting of cash and/or securities (it being understood that securities 
mtained by the Company's 
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stuckholders be included for purposes of this determination), which transaction the Board of Directors of the Company determines in its good 
faith judgment (after consultation with a financial advisor of nationally recognized reputation) (taking into account the person making the offer 

e consideration offered, the likelihood of consummation (including the legal, financial and regulatory aspects of the offer) as well as any 

stockholders of the Company, taking into account any changes to the terms of this Agreement offered by Parent in response to such Superior 
S"roposa1 or otherwise. 

er factors deemed relevant by the Board of Directors of the Company) to be more favorable from a financial point of view to the 

0 (c) Nothing contained in this Section 4.02 or elsewhere in this Agreement shall prohibit the Company from (i) taking and disclosing to its 
stockholders a position contemplated by Rule 14s2(a) promulgated under the Exchange Act or (ii) making any disclosure to the Company's 
stockholders if, in the good faith judgment of the Board of Directors of the Company, after consultation with outside counsel, failure to make 
mch disclosure would be inconsistent with applicable law;provided, however, that in no event shall the Company or its Board of Directors or 

committee thereof take, agree or resolve to take any action prohibited by Section 4.02(b)(i) (subject to the last clause of Section 4.02(b)(i)) 
ection 4.02(b)(ii). 

SECTION 4.03 Certain Conduct of the Parties. (a) During the period from the date of this Agreement to the Effective Time, except as 
consented to in writing by the Company (which consent shall not be unreasonably withheld or delayed and which consent shall be deemed 
given if Parent has not received written notice otherwise from the Company within eight business days after requesting such consent of the 
Company), Guarantor and Parent shall not, and shall cause their subsidiaries not to, directly or indirectly (a) acquire or agree to acquire or, 

as required by Applicable Law, the rules and regulations of the Frankfurt Stock Exchange or, with respect to any disclosure by any 
ary, the rules and regulations of the principal stock exchange on which such subsidiary's securities are listed, publicly disclose any 
tion, in one transaction or a series of transactions, including by way of any merger, consolidation, tender offer, exchange offer, binding 

0 

0 
are exchange, business combination, recapitalization, liquidation, dissolution, joint venture or similar transaction, of (i) any United States 

water services or wastewater services business that is regulated by a PUC or is owned or operated by a municipality or local Governmental 
Entity (other than any such acquisition which does not involve aggregate payments (inchding debt assumption) by Guarantor, Parent or their 
ds id ia r ies  in excess of $20 million) or (ii) (A) any business that would, upon the consummation of such acquisition, (x) cause Guarantor, 
Parent or any of their respective subsidiaries to be required to register as a holding company under the Holding Company Act or (y) subject 
Guarantor, Parent, Sub or any of their respective subsidiaries to regulation under the Holding Company Act in a manner that would raise 

Orsubstantive questions with respect to the ownership by any of them of any water or wastewater business or (B) any business (x) that would, 
upon the consummation of such acquisition, subject Guarantor, Parent or any of their respective subsidiaries to regulation under the Holding 

pany Act in a manner other than that described in clause (A) above or (y) that is a United States gas or electric utility, if in the case of 
se (B), such business is subject to regulation as a gas or electric utility (or similar designation) by a PUC in any state which the parties 

agree is material or (b) take any other action that would reasonably be expected to (i) materially impede or delay obtaining any Parent Required 
Consent or Company Required Consent or the satisfaction of the conditions set forth in Section 6.01(c) (to the extent relating to the Holding , 

pany Act), 6.01(d) or 6.02(d) or (ii) otherwise materially impede or delay the consummation of the Merger. In the event that Guarantor or 
nt shall seek the consent of the Company to make an acquisition of the type described in Section 4.03(a)(a)(ii)(B), the sole basis on which 
ompany may withhold its consent shall be a determination by the Company that such acquisition would reasonably be expected to 

@] materially impede or delay obtaining any Parent Required Consent or Company Required Consent or the satisfaction of the conditions set 
fix& in Section 6.01(c) (to the extent relating to the Holding 
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Company Act), 6.01(d) or 6.02(d) or (y) otherwise materially impede or delay the consummation of the Merger. 

(b) Prior to the obtaining of the Stockholder Approval, Guarantor and Parent shall not, and shall cause their respective subsidiaries not to, 
acquire "beneficial ownership" (as such term is defined for purposes of Section 13(d) of the Exchange Act) of any shares of Company Commo 
Stock. After the obtaining of the Stockholder Approval, Guarantor and Parent shall not, and shall cause their respective subsidiaries not to, 

uire shares of Company Common Stock if such acquisition would result in Guarantor, Parent and their subsidiaries acquiring "beneficial 
mnership" (as so defined) of more than 4.9% of the shares of Company Common Stock outstanding at the time of such acquisition. 

i 
1 

(c) During the period from the date of this Agreement to the Effective Time, except as consented to in writing by Parent (which consent shal 
e unreasonably withheld or delayed and which consent shall be deemed given if the Company has not received written notice otherwise 
Parent within eight business days after requesting such consent of Parent), the Company shall not, and shall cause its subsidiaries not to, 

dicectfy or indirectly, take any action that would reasonably be expected to (i) materially impede or delay obtaining any Parent Required 
Consent or Company Required Consent or the satisfaction of the conditions set forth in Section 6.01(c) (to the extent relating to the Holding 
Company Act), 6.01(d) or 6.02(d) or (ii) otherwise materially impede or delay the consummation of the Merger. 

0 

ARTICLE V 

Additional Agreements 

SECTION 5.01 Preparation of the Proxy Statement; Stockholders Meeting. (a) As promptly as reasonably practicable following the date of 
ent, the Company shall prepare and file with the SEC the Proxy Statement in preliminary form and the Company shall use its 

best efforts to respond as promptly as practicable to any comments of the SEC with respect thereto and to cause the Proxy Statemen 
d to the Company's stockholders as promptly as practicable following the date of this Agreement. The Company shall promptly 
nt upon the receipt of any comments from the SEC or its staff or any request from the SEC or its staff for amendments or 

qplements  to the Proxy Statement and shall provide Parent with copies of all correspondence between the Company and its representatives, 
one hand, and the SEC and its staff, on the other hand. Parent shall promptly provide any information or responses to comments, or othe 
nce, reasonably requested in connection with the foregoing. Prior to filing or mailing the Proxy Statement (or any amendment or 

mppIement thereto) or responding to any comments of the SEC with respect thereto, the Company (i) shall provide Parent an opportunity to 
imriew and comment on such document or response and (ii) shall give reasonable consideration to all comments proposed by Parent. 

(b) The Company shall, as promptly as reasonably practicable following the date of this Agreement, establish a record date for, duly call, 
$we notice of, convene and hold a meeting of its stockholders (the "Stockholders Meeting") for the purpose of obtaining the Stockholder 

1 regardless of whether an Adverse Recommendation Change has occurred at any time after the date of this Agreement. The Company 
ugh its Board of Directors, recommend to its stockholders that they adopt this Agreement, and shall include such recommendation in 
Statement, in each case subject to its rights under Section 4.02(b)(i). Without limiting the generality of the foregoing, the Company 
t its obligations pursuant to this Section 5.01(b) shall not be affected by the commencement, public proposal, public disclosure or 

0 

munication to the Company or any other person of any Takeover Proposal. 

SECTION 5.02 Access to Information; Confidentiality; Transition Planning. (a) The Company shall, and shall cause each of its subsidiarie 
*%afford to Parent, and to Parent's officers, employees, 
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%vestment bankers, attorneys, accountants and other advisors and representatives, reasonable access at reasonable times and during normal 
m&ness hours during the period prior to the Effective Time or the termination of this Agreement, in a manner which does not unreasonably 
x&erfere with the business and operations of the Company, to all their respective properties, assets, books, contracts, commitments, directors, 

shall cause each of its subsidiaries to, make available to Parent on a prompt basis (a) access to each material report, schedule, form, 
and other document filed or received by it during such period to or from any PUC or pursuant to the requirements of applicable 

Gemxities laws and (b) all other information concerning its business, properties and personnel as Parent may reasonably request; provided that 
ht of access shall not include sampling, testing or Phase I1 environmental site assessment activities. For the purposes of this 

ers employees, attorneys, accountants, auditors, other advisors and representatives and records and, during such period, the Company 

I 02, all communications, including requests for information or access, pursuant to this Section 5.02, shall only be made by and 
representative of each of Parent, on the one hand, and of the Company, on the other hand, which representative (a) shall initially be 

vern for Parent and Ellen Wolf for the Company and (b) may be replaced with a substitute representative by either party from time to 
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otwithstanding the foregoing, (i) the Company and its subsidiaries shall not be required to provide any information to the extent that the 

extent that such access would constitute a waiver of the attorneyclient privilege and (ii) the Company shall provide access to those 
perties, assets, books, contracts, commitments, directors, officers, employees, attorneys, accountants, auditors, other advisors and 

representatives and records described above of its subsidiaries that are not wholly-owned subsidiaries only to the extent that the Company has 
0 XBT is reasonably able to obtain such access. Parent will hold, and will direct its officers, employees, investment bankers, attorneys, accountants 

and other advisors and representatives to hold, any and all information received from the Company, directly or indirectly. in confidence in 
Kcordance with the Confidentiality Agreement dated June 26,2001, among Guarantor, Thames and the Company (as it may be amended from 
h e  to time, the "Confidentiality Agreement"). 

(b) The Company and Parent shall, and shall cause each of their respective subsidiaries to, reasonably cooperate to obtain an orderly 
&ansition and integration process in connection with the Merger in order to minimize the disruption to, and preserve the value of, the business 
afthe Surviving Corporation and its subsidiaries during the period from and after the Effective Time. The Company and Parent agree that such 
cooperation shall include the development as soon as reasonably practicable following the date hereof of a mutually acceptable integration plan 

a business-by-business and region-by-region basis with reasonable provisions for visitation by employees. 

SECTION 5.03 Reasonable Best Eflorts; NotiJication. Upon the terms and subject to the conditions set forth in this Agreement, each of the 
parties agrees to use its reasonable best efforts to take, or cause to be taken, all actions that are necessary, proper and advisable to consummate 

d make effective the Merger and the other transactions contemplated by this Agreement and the Company Voting Agreement, including 

laking of all acts necessary to cause the conditions precedent set forth in Article VI to be satisfied, (b) the obtaining of all necessary actions or 
orders and authorizations from Governmental Entities and the making of all necessary registrations, 
all steps as may be necessary to obtain an approval (including the Company Required Consents and 
from, or, to the extent any approval or waiver cannot be obtained, to avoid the need to obtain an 
ed Consents and the Parent Required Consents) or waiver fi-om, or to avoid an action or proceeding 
obtaining of all necessary consents, approvals or waivers from 

g its reasonable best efforts to accomplish the following as promptly as reasonably practicable following the date of this Agreement: (a) the 

0 
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&d parties. In connection with and without limiting the foregoing, the Company shall, if any state takeover statute or similar statute or 
Iation is or becomes applicable to this Agreement, the Company Voting Agreement, the Merger or any of the other transactions 

0 

mtemplated hereby or thereby, use its reasonable best efforts to allow the Merger and the other transactions contemplated by this Agreement 
e Company Voting Agreement to be consummated as promptly as practicable on the terms contemplated by this Agreement and the 
any Voting Agreement and otherwise to minimize the effect of such statute or regulation on this Agreement, the Company Voting 

Agreement, the Merger and the other transactions contemplated hereby and thereby. The Company, Guarantor and Parent shall provide such 
mistance, information and cooperation to each other as is reasonably requested in connection with the foregoing and, in connection therewith, 

e other person promptly following the receipt of any comments from any Governmental Entity and of any request by any 
1 Entity for amendments, supplements or additional information in respect of any registration, declaration or filing with such 
1 Entity and shall supply the other person with copies of all correspondence between such person or any of its representatives, on 
and any Governmental Entity, on the other hand. In addition, the Company, Guarantor and Parent shall cooperate to promptly 

tually acceptable plan to obtain the Company Required Consents and the Parent Required Consents as expeditiously as reasonably 
and without undue expense. To the extent that either party or any of its subsidiaries is required to make any registration, declaration 
th any PUC in connection with obtaining the Company Required Consents or the Parent Required Consents, such party shall use its 

xasonable best efforts to (i) provide the other party an opportunity to review and comment on such registration, declaration or filing reasonably 
m advance of making any such registration, declaration or filing, (ii) give reasonable consideration to all comments proposed by the other party 
-md (iii) if applicable, coordinate the submission of such registration, declaration or filing with the other party. Neither the Company nor any of 
-&subsidiaries shall enter into or agree to any terms or conditions in connection with obtaining the Company Required Consents without the 
&or written consent of Parent (which consent shall not be unreasonably withheld or delayed). None of Guarantor, Parent, Sub or any of their 

1 Ozespective subsidiaries shall enter into or agree to any terms or conditions in connection with obtaining the Parent Required Consents without 

0 

prior written consent of the Company (which consent shall not be unreasonably withheld or delayed). 

SECTION 5.04 Company Stock Options. (a) As soon as practicable following the date of this Agreement, the Company shall ensure that th 
d of Directors of the Company (or, if appropriate, any committee administering the Company Stock Plans) shall adopt such resolutions or 
such other actions (if any) as may be required to provide that: 

0 
(i) each Company Stock Option outstanding immediately prior to the Effective Time (whether vested or unvested) shall be converted 

at the Effective Time into the right to receive an amount of cash equal to (A) the excess, if any, of (1) the Merger Consideration over 
(2) the exercise price per share of Company Common Stock subject to such Company Stock Option, multiplied by (B) the number of 
shares of Company Common Stock for which such Company Stock Option shall not theretofore have been exercised; 
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e (ii) each Company Stock Issuance Right outstanding immediately prior to the Effective Time (whether vested or unvested) shall be 

converted at the Effective Time into the right to receive an amount of cash equal to the product of (A) the Merger Consideration and 
(B) the number of shares of Company Common Stock subject to such Company Stock Issuance Right; and 

(iii) make such other changes to the Company Stock Plans as the Company and Parent may agree are appropriate to give effect to the 
Merger. 

0 
A-30 

(b) All amounts payable pursuant to Section 5.04(a) shall be subject to any required withholding of taxes or proof of eligibility of exemption 
from, and shall be paid as soon as practicable following the Effective Time, without interest. 

(c) The Company shall take all actions determined to be necessary to effectuate the provisions of this Section 5.04 as mutually agreed by 
Parent and the Company. Prior to the Effective Time, the Company shall ensure that the Board of Directors of the Company (or, if appropriate, 
my committee administering the Company Stock Plans) shall take or cause to be taken such actions as are required to cause (i) the Company 

k Plans to terminate as of the Effective Time and (ii) the provisions in any other Company Benefit Plan providing for the issuance, transfer 
ow grant of any capital stock of the Company or any interest on or following the Effective Time in respect of any capital stock of the Company 
to be deleted as of the Effective Time. 

SECTION 5.05 Indemnijcation, Exculpation and Insurance. (a) To the extent, if any, not provided by an existing right of indemnification 
mother agreement or policy, from and after the Effective Time, Guarantor and Parent shall, to the fullest extent permitted by applicable law, 
indemnify, defend and hold harmless each person who is now, or has been at any time prior to the date hereof, or who becomes prior to the 

ies") against (i) all losses, expenses (including reasonable attorney's fees and expenses), claims, damages or liabilities or, subject to the 
p v i s o  of the next succeeding sentence, amounts paid in settlement, arising out of actions or omissions occurring at or prior to the Effective 

e (and whether asserted or claimed prior to, at or after the Effective Time) that are, in whole or in part, based on or arising out of the fact 
such person is or was a director or officer of the Company or any of its subsidiaries ("Indemnified Liabilities"), and (ii) all Indemnified 

ive Time, an officer or director of the Company or any of its subsidiaries (each an "Indemnified Party" and, collectively, the "Indemnifie 

Cmbilities to the extent they are based in whole or in part on or arise in whole or in part out of or pertain to this Agreement or the transactions 
contemplated hereby. In the event of any such loss, expense, claim, damage or liability (whether or not arising before the Effective Time), 

.Guarantor and Parent shall pay or cause to be paid the reasonable fees and expenses of counsel selected by the Indemnified Parties, which 
munsel shall be reasonably satisfactory to Parent, promptly after statements therefor are received and otherwise advance to such Indemnified 
Party upon request reimbursement of documented expenses reasonably incurred; provided, however,that Guarantor and Parent shall not be 
liable for any settlement effected without its written prior consent (which consent shall not be unreasonably withheld or delayed). In the event 

d Party is required to bring any action against Guarantor or Parent to enforce rights or to collect money due under this 
such action results in a final, norrappealable judgment in favor of such Indemnified Party, Guarantor and Parent shall 
Indemnified Party for all of its reasonable expenses in bringing and pursuing such action. Each Indemnified Party shall be 

titled to the advancement of expenses to the full extent contemplated in this Section 5.05(a) in connection with any such actionprovided, 
bwever, that any person to whom expenses are advanced provides an undertaking, if and to the extent required by the DGCL, to repay such 
advances if it is ultimately determined that such person is not entitled to indemnification. 

(b) For six years after the Effective Time, Guarantor and Parent shall maintain in effect (i) the Company's current directors' and officers' 

issions occurring prior to the Effective Time on terms with respect to such coverage and amounts no less favorable in the aggregate to such 
dieability insurance covering each person currently covered by the Company's directors' and officers' liability insurance policy for acts or 

ors and officers than those of such policy as in effect on the date of this Agreementprovided that Guarantor or Parent may substitute 
for policies of a reputable insurance company the terms of which, including coverage and amount, are no less favorable in the aggregate to 
directors and officers than the insurance coverage otherwise required under this Section 5.05(b);provided however, that in no event shall 

Guarantor and Parent be required to pay aggregate annual premiums for insurance under this Section 5.05(b) in excess of 200% of the amount 
ofthe aggregate 

e A-3 1 

1 
1 #dy 22,2001 through July 22,2002 are hereby represented and warranted by the Company to be $327,50O)provided that Guarantor and 

1 the Restated Certificate of Incorporation and By-Laws of the Surviving Corporation the provisions regarding elimination of liability of 

w i u m s  paid by the Company for the year from July 22,2001 through July 22,2002 for such purpose (which premiums for the year from 

t shall nevertheless be obligated to provide a policy with the best coverage available as may be obtained for such 200% amount and (ii) in 

and indemnification of, and advancement of expenses to, officers or directors contained in the Restated Certificate of Incorporation 
as Exhibit A and the current By-Laws of the Company. 
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(c) In the event that Guarantor or Parent or any of their successors or assigns (i) consolidates with or merges into any other person and is not 

the continuing or surviving corporation or entity of such consolidation or merger or (ii) transfers or conveys all or substantially all its properties 
and assets to any person, then, and in each such case, Guarantor and Parent shall cause proper provision to be made so that the successors and 
assigns of Guarantor or Parent, as the case may be, assume the obligations set forth in this Section 5.05. 
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(d) To the fullest extent permitted by law, from and after the Effective Time, all rights to indemnification as of the date hereof in favor of the 

with respect to the Company, the Restated Certificate of Incorporation attached as Exhibit A and the current ByLaws of the Company, or, with 
nespect to the Company‘s subsidiaries, their respective certificates of incorporation and bylaws (or similar organizational documents) in effect 
an the date hereof, or otherwise in effect on the date hereof, shall survive the Merger and shall continue in full force and effect for a period of 
Rlot less than six years from the Effective Timepovided, however, that in the event any claim or claims are asserted or made within such six- 
year period, all such rights to indemnification in respect of such claim or claims shall continue until the final disposition thereof. 

c;tErectors and officers of the Company and its subsidiaries with respect to their activities as such prior to the Effective Time, as provided in, 

e 
(e) The provisions of this Section 5.05 are intended to be for the benefit of, and will be enforceable by, each Indemnified Party, his or her 
rs and his or her representatives. 

SECTION 5.06 Fees andExpenses. (a) Except as provided below, all fees and expenses incurred in connection with this Agreement, the 
Campany Voting Agreement, the Merger and the other transactions contemplated hereby and thereby shall be paid by the party incurring such 

or expenses, whether or not the Merger is consummated. 

[b) In the event that (i) (A) a Takeover Proposal shall have been made to the Company or its stockholders or any person has publicly 
mounced  an intention (which has not been withdrawn) to make a Takeover Proposal, (B) thereafter this Agreement is terminated by either 

or the Company pursuant to Section 7.01(b)(i) (but only if the Stockholders Meeting has not been held by the date that is five business 
r t o  the date of such termination due to a breach of Section 5.01 by the Company) or 7.Ol(b)(iii) and (C) within 12 months after such 

the Company or any of its subsidiaries enters into a definitive agreement to consummate, or consummates, any Takeover Proposal 
urposes of this Section 5.06(b)(i)(C), the term ”Takeover Proposal“ shall have the meaning set forth in the definition of Takeover 

Mposal contained in Section 4.02(a) except that all references to 20% shall be deemed references to 50%), (ii) this Agreement is terminated 
e 

ant to Section 7.01(f) or (iii) this Agreement is terminated by Parent pursuant to Section 7.01(c), then the Company shall 
to $138 million (the “Termination Fee”) by wire transfer of same day funds to an account in the United States designated 
se of a termination by the Company pursuant to Section 7.01(f), concurrently with such termination, (y) in the case of a 
pursuant to Section 7.01(c), within two business days after such termination and (z) in the case of a payment as a result 

d a y  event referred to in Section 5.06(b)(i)(C), upon the first to occur of such events. The Company acknowledges that the agreements 
‘acmmtained in this Section 5.06(b) are an integral part of the transactions contemplated by 
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Agreement, and that, without these agreements, Parent would not enter into this Agreement; accordingly, if the Company fails promptly to 
pity the amounts due pursuant to this Section 5.06(b), and, in order to obtain such payment, Parent commences a suit that results in a final, non- 

alable judgment against the Company for the amounts set forth in this Section 5.06(b), the Company shall pay to Parent interest on the 
nts set forth in this Section 5.06(b) from and including the date payment of such amount was due to but excluding the date of actual 
ent at the prime rate of The Chase Manhattan Bank in effect on the date such payment was required to be made, together with reasonable 
fees and expenses incurred in connection with such suit, 

If this Agreement is terminated (i) by the Company pursuant to Section 7.01(e) (other than on account of a breach of Section 3.02(d), 
4.03 or Section 5.03) or (ii) by Parent pursuant to Section 7.01(d), then the nonterminating party shall promptly (but not later than five 

ss days after receipt of notice of the amount due from the other party) pay to the terminating party an amount equal to all documented 
ocket expenses and fees incurred by such terminating party or its affiliates (including fees and expenses payable to all legal, 

accounting, financial, public relations and other professional advisors) arising out of, in connection with or related to the Merger or the other 

e 

e 

’ 

I 
I 
1 

I 

I ctions contemplated by this Agreement (“Oukof-Pocket Expenses”) not to exceed $20 million in the aggregate; provided, however, that if 
greement is terminated under the circumstances described in clauses (i) or (ii) above by a party as a result of a willful breach by the noR 

-hating party, the terminating party may pursue any remedies available to  it at law or in equity and such party’s Omf-Pocket Expenses 
1 not be limited to $20 million. 

SECTION 5.07 [Intentionally omitted]. 

SECTION 5.08 Collective Bargaining Agreements. From and after the Effective Time, Parent shall cause the Surviving Corporation and its 
wbsidiaries to honor and continue to be bound by the terms of all collective bargaining agreements to which the Company or any of its 

sidiaries is a party (the ”Collective Bargaining Agreements”). 
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~ - SECTION 5.09 Bene& Mutters. (a) For purposes hereof, "Company Employees" shall mean those individuals who are employees of the 

Company and its subsidiaries (including those employees who are on vacation, leave of absence, disability or maternity leave) as of the 
;Effective Time. 

(b) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, and shall cause the 
Surviving Corporation to, give the Company Employees full credit, for all purposes, under any employee benefit plans or arrangements 
xaintained by Parent's (or one of its subsidiaries') water business in the United States, the Surviving Corporation and their respective 
absidiaries, and in which Company Employees may become eligible to participate for the Company Employees' service with the Company 
:md its subsidiaries to the same extent recognized by the Company and its subsidiaries immediately prior to the Effective Time, except for 

rposes of benefit accrual under defined benefit pension plans in which the Company Employees do not participate immediately prior to the 
,Effective Time, so long as credit for past service under any such pension plan is also not given to other employees employed in Parent's (or one 
d i t s  subsidiaries') water businesses in the United States or to the extent giving such credit would result in a duplication of benefits (including 
in respect of benefit accrual under defined benefit pension plans) for the same period of service. 

(c) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, and shall cause the 
5kviving Corporation to, (i) waive all limitations as to preexisting conditions, exclusions and waiting periods with respect to participation and 
average requirements applicable to the Company Employees and, to the extent applicable, any retired employee constituting a member of the 

ee Group (as defined below) (any such employee a "Retired Employee") under any welfare benefit plans in which such employees may be 
@digible to participate after the Effective Time to the extent waived under the applicable Company Benefit Plan immediately 
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@?-or to the Effective Time and (ii) provide each Company Employee (and each Retired Employee) with credit for any cepayments and 
feductibles paid prior to the Effective Time in the calendar year in which the Effective Time occurs (or, if later, the year in which such 
Company Employee (and each Retired Employee) commences participation) in satisfying any applicable deductible or o&of-pocket 
mpirements under any welfare plans in which such Company Employee (and each Retired Employee) is eligible to participate after the 
Eff'ective Time. 

(d) Parent agrees to honor, and shall cause the Surviving Corporation to honor, the Company Benefit Plans disclosed in the Filed SEC 
'.huments or Section 3.01(k)(i) of the Company Disclosure Schedule in accordance with their current terms. Subject to Applicable Law and 

Andgments and obligations under Collective Bargaining Agreements, for a period of 18 months immediately following the Effective Time, 
.%rent shall, or shall cause the Surviving Corporation to, provide to the Company Employees compensation (including base pay and annual and 
"ong term incentive opportunities) and employee benefits (including health, welfare, pension, vacation, savings and severance) that are no less 
'kvorable in the aggregate than those provided to the Company Employees immediately prior to the Effective Time; provided, that for a period 
f 12 months immediately following the Effective Time, Parent shall, or shall cause the Surviving Corporation to, maintain the Company 

Plans in accordance with their terms as in effect immediately prior to the Effective Time (other than equity or equitybased plans) 
any adverse amendment thereto or termination thereof (except as required by Applicable Law and Judgments or any Collective 

aining Agreement). Notwithstanding the foregoing, following the Effective Time, there shall be no obligation to provide Company 
Employees with awards of capital stock of any entity or awards of options or other rights of any kind to acquire capital stock of any entity); 

-ded, however, that the value of any equity4ased compensation provided to Company Employees immediately prior to the Effective Time 
be taken into account in determining whether compensation and benefits provided during the 18 months after the Effective Time are no 

0 

ess favorable in the aggregate than those provided to Company Employees immediately prior to the Effective Time. 
0 

(e) Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, Parent shall, or shall cause the 
5wiving  Corporation to, provide to the Retiree Group (as defined below), without adverse amendment, the postretirement medical and life 
.iQsurance benefits as in effect immediately prior to the Closing Date (at the same levels, and at the same cost (if any), as in effect immediately 
raior to the Closing Date), provided to Company Employees who are not covered by a Collective Bargaining Agreement and their dependents 
xs set forth in the retiree medical plan listed in Section 3.01(k)(i) of the Company Disclosure Schedule (the "Retiree Medical Plan"). The 

@'Retiree Group" means each Company Employee who is not (or was not while employed) covered by a Collective Bargaining Agreement and 
igho, as of the Closing Date, (i) is either retired under the terms of the Retiree Medical Plan as in effect on the date hereof or (ii) has satisfied 
dl applicable eligibility requirements (under the terms of the Retiree Medical Plan as in effect on the date hereof) necessary to commence 
weiving benefits if his or her employment were terminated at the Effective Time. 

1 (0 Subject to Applicable Law and Judgments and obligations under Collective Bargaining Agreements, in the event and to the extent that 
I 03uarantor or one of its subsidiaries maintains a qualified employer stock ownership plan for the benefit of employees employed in Parent's or 

x e  of its subsidiaries' (or one of their respective successors') water business in the United States (a "Guarantor ESOP"), Guarantor shall allow , 4 current non-union Company Employees to participate in such Guarantor ESOP as soon as practicable after the Effective Time. 

(g) Between the date of this Agreement and the Closing Date, the Company shall provide Parent commercially reasonable access to the 
'ampany Employees for purposes of implementing this Agreement. 
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I (h) The Company shall use its reasonable best efforts to cause the Board of Directors of the Company not to exercise any discretion it 
possesses solely in respect of the transactions contemplated by this Agreement, to expressly set the date when a "change in control" occurs for 

1 a t h e  purposes of any applicable individual agreement covering a Participant (other than to deem such "change in control" to occur no earlier tha 
e Effective Time). 

(i) The Company shall take all action necessary (i) to provide that the component of the Company's Dividend Reinvestment and Stock 
ase Plan permitting independent monthly purchases of Company Common Stock (other than purchases of Company Common Stock 

*as reasonably practicable following the date of this Agreement (but in no event later than immediately following the second stock purchase 
ed solely by reinvestment of Company dividends) (the "DRSPP Stock Purchase Component") shall be indefinitely suspended as promptly 

ted following the date of this Agreement under the DRSPP Stock Purchase Component) and (ii) to cause all amounts not yet applied as of 
ate of termination of the DRSPP Stock Purchase Component to purchase Company Common Stock under the DRSPP Stock Purchase 

Component to be returned as promptly as practicable following such suspension. 

SECTION 5.10 Public Announcements. Subject to each party's disclosure obligations imposed by law or any applicable securities 

hand, shall, to the extent reasonably practicable, consult and cooperate with each other before issuing, and give each other a reasonable 
*exchange, and except with respect to any Adverse Recommendation Change, Parent and Sub, on the one hand, and the Company, on the other 

ty to review and comment upon, any press release or other public statements (other than routine employee communications) with 
this Agreement, the Company Voting Agreement, the Merger and the other transactions contemplated hereby and thereby. The 
ree that the initial press release to be issued with respect to the transactions contemplated by this Agreement shall be in the form 

agreed to by the parties. 

SECTION 5.1 1 Rights Agreement. The Board of Directors of the Company shall take all action necessary in order to render the Company 
ghts inapplicable to the Merger, the Company Voting Agreement and the performance of this Agreement. 

SECTION 5.12 Stockholder Litigation. The Company agrees that it shall not settle or offer to settle any litigation commenced prior to or 

Voting Agreement, the Merger, any other transaction contemplated hereby or thereby, without the prior written consent of Parent (not to be 
the date hereof against the Company or any of its directors by any stockholder of the Company relating to this Agreement, the Company 

emreasonably withheld or delayed). 

SECTION 5.13 Director Resignations. On the Closing Date, the Company shall cause to be delivered to Parent duly executed resignations, 
& d v e  as of the Effective Time, of each member of the Board of Directors of the Company and shall take such other action as is necessary to 
acmmplish the foregoing. 

ARTICLE VI 

Conditions Precedent 

SECTION 6.01 Conditions to Each Party's Obligation to Effect the Merger. The obligation of each party to effect the Merger is subject to 
satisfaction or waiver on or prior to the Closing Date of the following conditions: 

(a) Stockholder Approval. The Stockholder Approval shall have been obtained. 

(b) Antitrust. Any waiting period (and any extension thereof) applicable to the Merger under the HSR Act shall have been 
terminated or shall have expired and any other required approval or waiting period under any other similar competition, merger 
control, antitrust or 

A-3 5 

similar law or regulation or the Investment Canada Act, if applicable, the failure of which to obtain or comply with which would 
be reasonably expected to have a material adverse effect, shall have been obtained or terminated or shall have expired. I *  

(c) No Injunctions or Legal Restraints. No temporary restraining order, preliminary or permanent injunction or other order o 
decree issued by any court of competent jurisdiction or other legal restraint or prohibition that has the effect of preventing the 
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e consummation of the Merger shall be in effect (collectively, "Legal Restraints"). 

(d) Required Consents. The Company Required Consents and the Parent Required Consents shall have been obtained prior 
to the Effective Time and shall have become Final Orders. Any reference in this Agreement to the "Obtaining" of any such 
Company Required Consents or Parent Required Consents shall mean making such declarations, filings, registrations, giving 
such notice, obtaining such authorizations, orders, consents or approvals and having such waiting periods expire as are, in each 
case, necessary to avoid a violation of law. A "Final Order" for purposes of this Agreement means action by the relevant 
regulatory authority (i) which has not been reversed, stayed, enjoined, set aside, annulled or suspended and (ii) with respect to 
which any waiting period prescribed by Applicable Law or Judgment before the Merger and the other transactions contemplated 
hereby may be consummated has expired, and as to which all conditions to be satisfied before the consummation of such 
transactions prescribed by Applicable Law or Judgment have been satisfied. 

e 

(e) Stock Redemption. The Stock Redemption shall have been consummated. e 
SECTION 6.02 Conditions to Obligations of Guarantor, Parent andsub. The obligations of Guarantor, Parent and Sub to effect the Merge 

are further subject to the satisfaction or waiver on or prior to the Closing Date of the following conditions: 

0 

a 

a 

(a) Representations and Warranties. The representations and warranties of the Company contained herein shall be true and 
correct as ofthe date of this Agreement and as of the Closing Date with the same effect as though made as of the Closing Date 
(except that the accuracy of representations and warranties that by their terms speak as of a specified date will be determined as 
of such date), other than for such failures to be true and correct that individually or in the aggregate would not reasonably be 
expected to have a material adverse effect. Parent shall have received a certificate signed on behalf of the Company by the chief 
financial officer of the Company to such effect. For the purposes of determining the satisfaction of this condition, the 
representations and warranties of the Company shall be deemed not qualified by any references therein to materiality generally 
or to a materia1 adverse effect. 

(b) Performance of Obligations ofthe Company. The Company shall have performed in all material respects all obligations 
required to be performed by it under this Agreement at or prior to the Closing Date, and Parent shall have received a certificate 
signed on behalf of the Company by the chief financial officer of the Company to such effect. 

(c) Material Aa'verse Effect. No material adverse effect shall have occurred and there shall be no state of facts, change, 
development, effect, condition or occurrence that would reasonably be expected to have a material adverse effect. 

(d) Required Consents. The Final Orders relating to the Company Required Consents and the Parent Required Consents, 
together with any consents, approvals, orders, authorizations and declarations that shall have been obtained following the date of 
this Agreement and prior to the Effective Time in connection with any acquisition of any business or person by the Company or 
any of its subsidiaries, shall not individually or in the aggregate impose any terms or conditions, excluding any terms and 
conditions that may be imposed with 

e 
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respect to the acquisitions contemplated by the agreements dated as of October 15, 1999 between the Company and certain of its 
subsidiaries on one hand, and Citizens Communications Company ("Citizens") and certain of its subsidiaries, on the other hand, 
to acquire certain water and wastewater assets of those Citizens subsidiaries, to the extent reflected or referred to in the Propose 
Decision of ALJ McVicar dated as of September 6,2001 and excluding any terms and conditions that may be imposed to the 
extent attributable to any acquisition of any business or person by Guarantor or any of its subsidiaries with respect to which an 
acquisition agreement is entered into or that is publicly announced or consummated after the date of this Agreement, that would 
reasonably be expected to have a material adverse effect, or a material adverse effect on the combined business, assets, 
properties, condition (financial or otherwise) or results of operations of the Company and Thames Water Holdings, Inc. and thei 
respective subsidiaries taken as a whole. 

I *  

I 

e 

SECTION 6.03 Conditions to Obligation of the Company. The obligation of the Company to effect the Merger is further subject to the 
satisfaction or waiver on or prior to the Closing Date of the following conditions: 

(a) Representations and Warranties. The representations and warranties of Guarantor, Parent and Sub contained herein shall 
be true and correct, as of the date of this Agreement and as of the Closing Date with the same effect as though made as of the 
Closing Date (except that the accuracy of representations and warranties that by their terms speak as of a specified date will be 
determined as of such date), other than for such failures to be true and correct that individually or in the aggregate would not 
reasonably be expected to impair in any material respect the ability of Guarantor, Parent or Sub to perform its obligations under 

a 
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this Agreement or prevent or materially delay the consummation of any of the transactions contemplated by this Agreement. Th 
Company shall have received a certificate signed on behalf of Guarantor and Parent by a senior officer of each of Guarantor and 
Parent to such effect. For the purposes of determining the satisfaction of this condition, the representations and warranties of 
Guarantor, Parent and Sub shall be deemed not qualified by any references therein to materiality generally or to a material 
adverse effect. 

0 

0 (b) Performance of Obligations of Parent and Sub. Guarantor, Parent and Sub shall have performed in all material respects 
all obligations required to be performed by them under this Agreement at or prior to the Closing Date, and the Company shall 
have received a certificate signed on behalf of Guarantor and Parent by a senior officer of each of Guarantor and Parent to such 
effect. 

SECTION 6.04 Frustration of Closing Conditions. None of the Company, Guarantor, Parent or Sub may rely on the failure of any 
0 mndition set forth in Section 6.01,6.02 or 6.03, as the case may be, to be satisfied if such failure was caused by such party's failure to use 

~ 

wonab le  best efforts to consummate the Merger and the other transactions contemplated by this Agreement, as required by and subject to 
kction 5.03. 

ARTICLE VI1 

Termination, Amendment and Waiver 0 

SECTION 7.01 Termination. This Agreement may be terminated, and the Merger contemplated hereby may be abandoned, at any time 
xior to the Effective Time, whether before or after the Stockholder Approval has been obtained 

(a) by mutual written consent of Parent, Sub and the Company; 0 
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0 (b) by either Parent or the Company: 

(i) if the Merger shall not have been consummated by March 16,2003;provided, however, (A) that the right to terminate this 
Agreement pursuant to this Section 7.01(b)(i) shall not be available to any party whose breach of this Agreement has been the 
primary reason the Merger has not been consummated by such date, (B) that neither Parent nor the Company may terminate 
pursuant to this clause (b)(i) if on such date all conditions in Article VI shall have been satisfied or be capable of being satisfied 
other than the condition set forth in Section 6.01(e), and the Company shall have mailed a notice of redemption to effect the 
Stock Redemption, and (C) that if on such date a condition set forth in Section 6.01(d) or 6.02(d) shall not have been satisfied 
but all other conditions set forth in Article VI shall have been satisfied or be capable of being satisfied, then such date shall be 
extended to September 16,2003; andprovided, further, that if on such date (or such extended date pursuant to the immediately 
preceding proviso, as applicable), a condition set forth in Section 6.01(d) or 6.02(d) shall not have been satisfied solely because 
the period described in clause (ii) of the definition of Final Order set forth in Section 6.0 I(d) shall not have expired, but all of 
the other conditions set forth in Article VI shall have been satisfied or be capable of being satisfied, such date shall be extended 
to the date of expiration of such period (up to a maximum of 60 days for such extension); 

0 

0 

(ii) if any Legal Restraint of the type referred to in Section 6.01(c) shall be in effect and shall have become final and 
nonappealable (provided that the party seeking to terminate this Agreement pursuant to this Section 7.Ol(b)(ii) shall have used 
its reasonable best efforts to resist, resolve or lift, as applicable, such Legal Restraint); or 

(iii) if, upon a vote at a duly held meeting to obtain the Stockholder Approval, the Stockholder Approval shall not have been 
obtained: 

~e 

(c) by Parent in the event an Adverse Recommendation Change has occurred; 

(d) by Parent if the Company shall have breached any of its representations, warranties or covenants contained in this Agreement, 
which breach (A) would give rise to the failure of a condition set forth in Section 6.02(a) or 6.02(b), and (B) has not been cured by the 
Company within twenty business days after its receipt of written notice thereof from Parent; 

0 

(e) by the Company if Parent shall have breached any of its representations, warranties or covenants contained in this Agreement, 
which breach (i) would give rise to the failure of a condition set forth in Section 6.03(a) or 6.03(b), and (ii) has not been cured by Paren 
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0 within twenty business days after its receipt of written notice thereof from the Company; or 

(0 by the Company in accordance with the terms and subject to the conditions of Section 4.02(b). 

Notwithstanding the foregoing, in no event shall Parent terminate this Agreement unless prior to the date of such termination Parent shall have 
complied with Section 7.03 (including paying to the Company the Reverse Fee) if applicable. 

0 
SECTION 7.02 EfSect of Termination. In the event of termination of this Agreement by either the Company or Parent as provided in 

Section 7.01, this Agreement shall forthwith become void and have no effect, without any liability or obligation on the part of Parent, Sub or 
e Company, other than the provisions of the last sentence of Section 5.02(a), Section 5.06, this Section 7.02, Section 7.03 and Article VIII; 

provided, however, that no such termination shall relieve any party hereto from any liability or damages resulting from a wilful breach by a 
 arty of any of its representations, warranties or covenants set forth in this Agreement. 

A-3 8 
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SECTION 7.03 Certain Breaches. If (a) this Agreement is terminated by either party pursuant to Section 7.01 (other than (w) the 
his Agreement by either Parent or the Company pursuant to Section 7.01(a) or (b)(iii), (x) the termination of this Agreement by 
to Section 7.01(c) or (y) the termination of this Agreement by the Company pursuant to Section 7.01(f)) at a time when any of 
et forth in Section 6.01(c) (to the extent relating to the Holding Company Act), 6.01(d) or 6.02(d) have not been satisfied and 
f such termination either (i) Section 3.02(d)(i) is not true and correct such that Guarantor, Parent, Sub or any of their respective 

subsidiaries (A) would be required to register as a holding company under the Holding Company Act or (B) would be subject to regulation 
mder the Holding Company Act in a mannerthat would raise substantive questions with respect to the ownership by any of them of any water 
rn wastewater business or Guarantor or Parent is in breach of Section 4.03(a)(a)(i) or 4.03(a)(a)(ii)(A) or (ii) Section 3.02(d)(i) (other than as 

ove) or 3.02(d)(ii) is not true and correct or Guarantor or Parent is in breach of Section 4.03(a)(a)(ii)(B), 4.03(a)(b)(i), 5.03(a) (to 
lating to Section 6.01(c) (to the extent relating to the Holding Company Act), 6.01(d) or 6.02(d)) or 5.03(b) (to the extent relating 
any Required Consents and the Parent Required Consents) and, in the case of clause (ii), such failure to be true and correct or such 
primary cause of the failure of the conditions set forth in Section 6.01(c) (to the extent relating to the Holding Company Act), 6.0 
) to be satisfied, then Parent shall pay the Company an amount equal to $138 million (the "Reverse Fee") by wire transfer of same 

.S. dollars to an account in the United States designated by the Company within two business days after (or, in the case of a 
y Parent, concurrently with) such termination. Guarantor and Parent acknowledge that the agreements contained in this 
are an integral part of the transactions contemplated by this Agreement, and that, without these agreements, the Company would 

nter into this Agreement; accordingly, if Parent fails promptly to pay the amounts due pursuant to this Section 7.03, and, in order to obtain 
payment, the Company commences a suit that results in a fmal, nonappealable judgment against Guarantor or Parent for the amounts set 
in this Section 7.03, Parent and Guarantor shall pay to the Company interest on the amounts set forth in this Section 7.03 from and 
ding the date payment of such amount was due to but excluding the date of actual payment at the prime rate of The Chase Manhattan Ban 

ffect on the date such payment was required to be made, together with reasonable legal fees and expenses incurred in connection with such 
. The parties acknowledge and agree that, notwithstanding any other provision in this Agreement to the contrary, the Company's sole and 

exclusive remedy with respect to any and all claims based on or with respect to any failure of Section 3.02(d) to be true and correct or any 
ach of Section 4.03(a)(a), 4.03(a)(b)(i), 5.03(a) (to the extent set forth above) or 5.03(b) (to the extent set forth above), in circumstances 

where the Company is entitled to payment of the Reverse Fee (other than any claims resulting from a willful breach by Guarantor or Parent or 
my of their respective subsidiaries of Section 3.02(d), 4.03(a)(a), 4.03(a)(b)(i), 5.03(a) (to the extent set forth above) or 5.03(b) (to the extent 
set forth above)) shall be the payment of the Reverse Fee pursuant to this Section 7.03. 

SECTION 7.04 Amendment. This Agreement may be amended by the parties hereto at any time prior to the Effective Time, whether before 
m after the Stockholder Approval has been obtained;provided, however, that after the Stockholder Approval has been obtained, there shall be 

ade no amendment that by law requires further approval by stockholders of the parties without the further approval of such stockholders. Thi 
ement may not be amended except by an instrument in writing signed on behalf of each of the parties hereto. 

SECTION 7.05 Extension; Waiver. At any time prior to the Effective Time, the parties may (a) extend the time for the performance of any 
igations or other acts of the other parties, (b) waive any inaccuracies in the representations and warranties contained herein or in any 
t delivered pursuant hereto or (c) waive compliance with any of the agreements or conditions contained hereinprovided, however, 
the Stockholder Approval has been obtained, there shall be made no waiver that by law requires further approval by stockholders of 
s without the further 

A-3 9 
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I oval of such stockholders. Any agreement on the part of a party to any such extension or waiver shall be valid only if set forth in an 
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General Provisions 

SECTION 8.01 Nonsirrvival of Representations and Warranties. None of the representations and warranties in this Agreement or in any 
instrument delivered pursuant to this Agreement shall survive the Effective Time. This Section 8.01 shall not limit any covenant or agreement 
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i 
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instrument in writing signed on behalf of such party. The failure or delay by any party to this Agreement to assert any of its rights under this 
Agreement or otherwise shall not constitute a waiver of such rights nor shall any single or partial exercise by any party to this Agreement of 
any of its rights under this Agreement preclude any other or further exercise of such rights or any other rights under this Agreement. 

i 

/. ARTICLE VI11 

if to Guarantor, Parent or Sub, to: 
0 

Thames Water PIC 
Clearwater Court 
Vastem Road 
Reading RG 1 8DB 
United Kingdom 

0 

0 

Attention: Bill Alexander 
Janet Ravenscroft 

with a copy to: 

RWE Aktiengesellschaft 
Opemplatz 1,45128 
Essen, Germany 

Attention: General Counsel 

0 with a copy to: 

Cravath, Sw aine & Moore 
Worldwide Plaza 
825 Eighth Avenue 
New York, NY 10019 

0 
Attention: Peter S. Wilson, Esq. 
Mark I. Greene, Esq. 

if to the Company, to: 

0 American Water Works Company, Inc. 
1025 Laurel Oak Road 
Voorhees, NJ 08043 

I 

I 

I Attention: W. Timothy Pohl 
I 

i o  - -40 

with a copy to: 
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Attention: Caroline B. Gottschalk, Esq. 
Peter S. Malloy, Esq. 

SECTION 8.03 Definitions. For purposes of this Agreement: 

(a) an "affiliate" of any person means another person that directly or indirectly, through one or more intermediaries, controls, is 
controlled by, or is under common control with, such first person; 

(b) "knowledge of the Company" means the actual knowledge of those individuals set forth in Section 8.03(b) of the Company 
Disclosure Schedule; 

(c) "knowledge of Guarantor and Parent" means the actual knowledge of those individuals set forth in Section 8.03(c) of the Parent 
Disclosure Schedule; 

(d) "material adverse effect" means any material adverse change or effect (i) on the business, assets, properties, condition (financial 
or otherwise) or results of operations of the Company and its subsidiaries, taken as a whole, or (ii) which would reasonably be expected 
directly or indirectly, to prevent or materially impede or delay the consummation of the Merger or the other transactions contemplated 
by this Agreement, except in the case of either (i) or (ii) for any change or effect (w) set forth in Section 8.03(d) of the Company 
Disclosure Schedule, (x) relating to fmancial markets or the economy in general, (y) affecting the water services or wastewater services 
industries generally and not specifically relating to the Company or its subsidiaries, or (2) to the extent attributable to or resulting from 
the public announcement of the transactions contemplated by this Agreement or the identity of Guarantor or Parent or their subsidiaries 
as the acquiring person in the Merger including any loss of customers or employees or condemnation proceedings resulting therefrom; 

(e) "person" means an individual, corporation, partnership, joint venture, association, trust, limited liability company, Governmental 
Entity, unincorporated organization or other entity; 

(f) a "Significant Subsidiary" of any person means any subsidiary of such person that constitutes a significant subsidiary within the 
meaning of Rule 1-02 of Regulation S-X of the SEC; 

(g) a "subsidiary" of any person means another person (i) of which 50% or more of the capital stock, voting securities, other voting 
ownership or voting partnership interests having voting power under ordinary circumstances to elect directors or similar members of the 
governing body of such corporation or other entity (or, if there are no such voting interests, 50% or more of the equity interests) are 
owned or controlled, directly or indirectly, by such first person or (ii) of which such first person is a general partner; and 

(h) a "wholly owned subsidiary" of any person means a subsidiary of which 99% or more of the common equity securities having 
voting power under ordinary circumstances to elect directors or similar members of the governing body of such corporation or other 
entity (or, if there are no such equity securities having such voting power, 99% or more of the equity interests) are owned or controlled, 
directly or indirectly, by such fxst person. 

SECTION 8.04 Interpretation. When a reference is made in this Agreement to a Section, Subsection or Schedule, such reference shall be to 
a Section or Subsection of, or a Schedule to, this Agreement unless otherwise indicated. The table of contents and headings contained in this 
Agseement are for reference purposes only and shall not affect in any way the meaning or interpretation of this 

Agreement. Whenever the words "include," "includes" or "including" are used in this Agreement, they shall be deemed to be followed by the 
wmds "without limitation." The words "hereof," "herein" and "hereunder" and words of similar import when used in this Agreement shall refer 
athis Agreement as a whole and not to any particular provision of this Agreement. The term "or" is not exclusive. The definitions contained in 

Agreement are applicable to the singular as well as the plural forms of such terms. Any agreement or instrument defined or referred to 
%arein or in any agreement or instrument that is referred to herein means such agreement or instrument as from time to time amended, modified 

msupplemented. References to a person are also to its permitted successors and assigns. 

SECTION 8.05 Guarantee. In connection with the Merger and the other transactions contemplated by this Agreement, Guarantor hereby 
imvocably, absolutely and unconditionally guarantees the due, punctual and complete performance and payment (and not merely collection) in 
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full of all obligations and liabilities of Parent, Sub and the Surviving Corporation under this Agreement, and of any other person to whom any 
of their obligations shall be assigned in accordance with Section 8.09, as and when due and payable or required to be performed pursuant to an 
provisions of this Agreement, subject to the terms and conditions thereof (the “Guaranteed Obligations”) and agrees that the Company shall be 
entitled to enforce directly against Guarantor any of the Guaranteed Obligations. To the fullest extent permitted by Applicable Law, Guarantor 
waives presentment to, demand of payment from and protest to any other person of any of the Guaranteed Obligations, and also waives notice 
of acceptance of its guarantee and notice of protest for nonpayment. The obligations of Guarantor hereunder shall not be subject to any 
mduction, limitation, impairment or termination for any reason, including any claim of waiver, release, surrender, alteration or compromise, 

SECTION 8.06 Counterparts. This Agreement may be executed in one or more counterparts, all of which shall be considered one and the 
Same agreement and shall become effective when one-or more counterparts have been signed by each of the parties and delivered to the other 
parties. 

SECTION 8.07 Entire Agreement; No Third-party Beneficiaries. This Agreement, together with the Company Disclosure Schedules, the 
Parent Disclosure Schedules and the Exhibits (a) constitutes the entire agreement, and supersedes all prior agreements and understandings, both 
written and oral, (other than the Confidentiality Agreement), among the parties with respect to the subject matter hereof and thereof and 
@) except for the provisions of Section 5.05, are not intended to confer upon any person other than the parties hereto and thereto (and their 

0 respective successors and assigns) any rights or remedies. 

SECTION 8.08 Governing Law. This Agreement shall be governed by, and construed in accordance with, the laws of the State of 
Delaware, regardless of the laws that might otherwise govern under applicable principles of conflicts of laws thereof. 

SECTION 8.09 Assignment. Neither this Agreement nor any of the rights, interests or obligations hereunder shall be assigned or delegated, 
0 in whole or in part (except by operation of law), by any of the parties hereto without the prior written consent of the other parties hereto, and 

my attempt to make any such assignment without such consent shall be null and void. Notwithstanding the foregoing, Parent or Sub may 
assign, in its sole discretion, any of or all its respective rights, interests and obligations under this Agreement to Guarantor or to any direct or 
indirect wholly owned subsidiary of Guarantor with written notice to the Company and upon taking of any actions required by the DGCL with 
respect thereto (including amending this Agreement if necessary), provided that the 

0 A 4 2  

Company agrees to provide reasonable assistance to Parent with any such actions and agrees to execute any such amendments to this 
Agreement, but no such assignment shall relieve Parent or Sub of any of their respective obligations hereunderprovided, however, that Parent 

mod warranties set forth in Section 3.02;provided, further, that no action shall be taken that would require the Company to amend or 
nvpplement in any material respect the Proxy Statement at any time after the Proxy Statement has first been mailed to the Company‘s 
s%ockholders or materially delay or impede the consummation of the Merger. Subject to the preceding sentence, this Agreement shall be 
binding upon, inure to the benefit of and be enforceable by, the parties hereto and their respective successors and assigns. 

0 md such substitute subsidiary shall represent and warrant to the Company, on the day such substitution is to be effective, the representations 

SECTION 8.10 Enforcement. The parties agree that irreparable damage would occur in the event that any of the provisions of this 
Agreement were not performed in accordance with their specific terms or were otherwise breached. It is accordingly agreed that the parties 
shall be entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce specifically the terms and provisions of 
&is Agreement in any court of the United States located in the State of Delaware or in any Delaware state court, this being in addition to any 
&her remedy to which they are entitled at law or in equity. In addition, each of the parties hereto (a) consents to submit itself to the personal 
pisdiction of any court ofthe United States located in the State of Delaware or of any Delaware state court in the event any dispute arises out 
S t h i s  Agreement or the transactions contemplated by this Agreement, (b) agrees that it will not attempt to deny or defeat such personal 

0 ,urisdiction by motion or other request for leave from any such court and (c) agrees that it will not bring any action relating to this Agreement 
x the transactions contemplated by this Agreement in any court other than a court of the United States located in the State of Delaware or a 
Delaware state court. By the execution and delivery of this Agreement, each of Guarantor and Parent appoints CT Corporation System, 
Zorporation Trust Center, 1209 Orange Street, Wilmington, DE 19801, as its agent upon which process may be served in any such legal action 
3r proceeding. Service of process upon such agent, together with notice of such service given to Guarantor or Parent in the manner specified in 
.%ction 8.02 shall be deemed in every respect effective service of process upon Guarantor or Parent in any legal action or proceeding. 

SECTION 8.1 1 Severability. If any term or other provision of this Agreement is invalid, illegal or incapable of being enforced by any rule 
:BT law, or public policy, all other conditions and provisions of this Agreement shall nevertheless remain in full force and effect so long as the 
.xonomic or legal substance of the transactions contemplated hereby is not affected in any manner materially adverse to any party. Upon such 
determination that any term or other provision is invalid, illegal or incapable of being enforced, the parties hereto shall negotiate in good faith 
to modify this Agreement so as to effect the original intent of the parties as closely as possible in an acceptable manner to the end that 
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0 transactions contemplated hereby are fulfilled to the extent possible. 
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I SECTION 8.12 Waiver ofJury Trial. Each party waives, to the fullest extent permitted by law, any right it may have to a trial by jury in 
wspect of any action, suit or proceeding arising out of or relating to this Agreement or the transactions contemplated by this Agreement. 

I 
A 4 3  

I IN WITNESS WHEREOF, Guarantor, Parent, Sub and the Company have caused this Agreement to be signed by their respective officers 
ereunto duly authorized, all as of the date first written above. 

RWE AKTIENGESELLSCHAFT, 0 

By: IS/ RICHARD KLEIN 

0 

0 

0 

0 

0 

Name: Richard Klein 
Title: Member of the Executive Board 

BY: Is/  WILLIAM JOHN ALEXANDER 

Name: William John Alexander 
Title: Attorney-in-fact 

THAMES WATER AQUA HOLDINGS GMBH, 

By: Is1 RICHARD KLEIN 
- 

Name: Richard Klein 
Title: Member of the Executive Board 

BY: Is/ WILLIAM JOHN ALEXANDER 

Name: William John Alexander 
Title: Attorney-in-fact 

APOLLO ACQUISITION COMPANY, 

By: Is/  JIM MCGIVERN 
~~ ~~ ~ ~~ 

Name: Jim McGivem 
Title: Managing Director International 
Business Development 

AMERICAN WATER WORKS COMPANY, INC., 

By: I s /  J. JAMES BARR 

Name: J. James Barr 
Title: President and Chief Executive 
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I Goldman, Sachs & Co. 1 85 Broad Street I Mew Yark, New Yufk 30004 

PERSONAL AND CONFIDENTIAL 

tember 16,2001 

ard of Directors 
0 

erican Water Works Company, Inc. 
1M5 Laurel Oak Road 
Vmrhees, NJ 08043 

Ladies and Gentlemen: e 
Yaw have requested our opinion as to the fairness AAom a financial point of view to the holders of the outstanding shares of Common Stock, par 
d u e  $1.25 per share (the "Shares"), of American Water Works Company, Inc. (the "Company") of the $46.00 per Share in cash to be received 

such holders pursuant to the Agreement and Plan of Merger, dated as of September 16,2001, by and among RWE Aktiengesellschaft 
merit"), Thames Water Aqua Holdings GmbH ("Buyer"), a whollyawned subsidiary of Parent, Apollo Acquisition Company, a wholly 
m e d  subsidiary of Buyer, and the Company (the "Agreement"). 

GoEdman, Sachs & Co., as part of its investment banking business, is continually engaged in the valuation of businesses and their securities in 
mmection with mergers and acquisitions, negotiated undenvritings, competitive biddings, secondary distributions of listed and unlisted 
semrities, private placements and valuations for estate, corporate and other purposes. We are familiar with the Company having provided 
d n  investment banking services to the Company from time to time, including having acted as its financial advisor in connection with its 
,pmding acquisition of Azurix North America Corp. and Azurix Industrials Corp. and having acted as its financial advisor in connection with, 

e 

having participated in certain of the negotiations leading to, the Agreement. We also have provided certain investment banking services to 
from time to time, including having acted as financial advisor to Hochtief AG, a company in which Parent owns an approximately 62% 
interest, in connection with its acquisition of Turner Corporation in September 1999, having acted as financial advisor to Parent in 

axmection with its acquisition of a minority interest in Lahmeyer AG in February 2000, having acted as financial advisor to Parent in 
ection with its acquisition of VEW AG in November 2000 and having acted as agent to Thames Water plc, a whollyowned subsidiary of 

connection with its public offering of JPY 2,000,000,000 aggregate principal amount of Floating Rate Notes due January 28,2002 in 
We also may provide investment banking services to Parent and its subsidiaries in the future. Dr. Paul Achleitner, a former 
Director of Goldman, Sachs & Co., is a member of the supervisory board of Parent. Goldman, Sachs & Co. provides a full range of 

bmc ia l  advisory and securities services and, in the course of its normal 

B-1 

0 
ing activities, may from time to time effect transactions and hold securities, including derivative securities, of the Company or Parent for it 

mm account and for the accounts of customers. 

b connection with this opinion, we have reviewed, among other things, the Agreement; Annual Reports to Stockholders and Annual Reports 
m Form 10-K of the Company for the three years ended December 3 1,2000; certain interim reports to stockholders and Quarterly Reports on 

10-Q of the Company; certain other communications from the Company to its stockholders; and certain internal financial analyses and 
asts for the Company prepared by its management. We also have held discussions with members of the senior management of the 

Empany regarding their assessment of the past and current business operations, financial condition and future prospects of the Company. In 
on, we have reviewed the reported price and trading activity for the Shares, compared certain financial and stock market information for 
ompany with similar information for certain other companies the securities of which are publicly traded, reviewed the financial terms of 

3/14/0 
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and analyses as we considered appropriate. 

Page 87 of 9 
~ 0 m a i n  recent business combinations in the water utility industry specifically and in other industries generally and performed such other studies 
~ 

We have relied upon the accuracy and completeness of all of the financial, accounting and other information discussed with or reviewed by us 
have assumed such accuracy and completeness for purposes of rendering this opinion. in addition, we have not made an independent 
Iuation or appraisal of the assets and liabilities of the Company or any of its subsidiaries and we have not been furnished with any such 
uation or appraisal. We were not requested to solicit, and did not solicit, interest from other parties with respect to an acquisition of or other 

iness combination with the Company. Our advisory services and the opinion expressed herein are provided for the information and 
stance of the Board of Directors of the Company in connection with its consideration of the transaction contemplated by the Agreement and 

saach opinion does not constitute a recommendation as to how any holder of Shares should vote with respect to such transaction. 

ed upon and subject to the foregoing and based upon such other matters as we consider relevant, it is our opinion that as of the date hereof 
$46.00 per Share in cash to be received by the holders of Shares pursuant to the Agreement is fair from a financial point of view to such 

Vry  truly yours, 

/d GOLDMAN, SACHS & CO. 

0 

(GOLDMAN, SACHS & CO.) 

E 2  

0 

Annex 

DELAWARE GENERAL CORPORATION LAW 
0 

ion 262. Appraisal Rights. 

(a) Any stockholder of a corporation of this State who holds shares of stock on the date of the making of a demand pursuant to subsection 
{d) of this section with respect to such shares, who continuously holds such shares through the effective date of the merger or consolidation, 

has otherwise complied with subsection (d) of this section and who has neither voted in favor of the merger or consolidation nor consented 
in writing pursuant to 9 228 of this title shall be entitled to an appraisal by the Court of Chancery of the fair value of the stockholder's 

of stock under the circumstances described in subsections (b) and (c) of this section. As used in this section, the word "stockholder" 
0 

means a holder of record of stock in a stock corporation and also a member of record of a nonstock corporation; the words "stock" and "share" 
mean and include what is ordinarily meant by those words and also membership or membership interest of a member of a nonstock 

ration; and the words "depository receipt" mean a receipt or other instrument issued by a depository representing an interest in one or 
shares, or fractions thereof, solely of stock of a corporation, which stock is deposited with the depository. 

Qb) Appraisal rights shall be available for the shares of any class or series of stock of a constituent corporation in a merger or consolidation to 
effected pursuant to Q 25 1 (other than a merger effected pursuant to $25 l(g) of this title), $ 252, § 254, $ 257, $258, § 263 or $ 264 of this 
e: 

(1) Provided, however, that no appraisal rights under this section shall be available for the shares of any class or series of stock, 
which stock, or depository receipts in respect thereof, at the record date fixed to determine the stockholders entitled to receive notice of 
and to vote at the meeting of stockholders to act upon the agreement of merger or consolidation, were either (i) listed on a national 
securities exchange or designated as a national market system security on an interdealer quotation system by the National Association 
of Securities Dealers, Inc. or (ii) held of record by more than 2,000 holders; and further provided that no appraisal rights shall be 
available for any shares of stock of the constituent corporation surviving a merger if the merger did not require for its approval the vote 
of the stockholders of the surviving corporation as provided in subsection (0 of§ 251 of this title. 

0 

I 

(2) Notwithstanding paragraph (1) of this subsection, appraisal rights under this section shall be available for the shares of any class 
or series of stock of a constituent corporation if the holders thereof are required by the terms of an agreement of merger or consolidation 
pursuant to Q$ 251,252,254,257,258,263 and 264 of this title to accept for such stock anything except: 

1. i 

a. Shares of stock of the corporation surviving or resulting from such merger or consolidation, or depository receipts in 
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I respect thereof; 

I b. Shares of stock of any other corporation, or depository receipts in respect thereof, which shares of stock (or depository 
receipts in respect thereof) or depository receipts at the effective date of the merger or consolidation will be either listed on a 
national securities exchange or designated as a national market system security on an interdealer quotation system by the 
National Association of Securities Dealers, Inc. or held of record by more than 2,000 holders; I 

e 
c. Cash in lieu of fractional shares or fractional depository receipts described in the foregoing subparagraphs a. and b. of this 

paragraph; or 

d. Any combination of the shares of stock, depository receipts and cash in lieu of fractional shares or fractional depository 
receipts described in the foregoing subparagraphs a, b and c of this paragraph. a 

c- I 

(3) In the event all of the stock of a subsidiary Delaware corporation party to a merger effected under $253 of this title is not owned 
by the parent corporation immediately prior to the merger, appraisal rights shall be available for the shares of the subsidiary Delaware 
corporation. 

e 

(e) Any corporation may provide in its certificate of incorporation that appraisal rights under this section shall be available for the shares of 
class or series of its stock as a resuIt of an amendment to its certificate of incorporation, any merger or consolidation in which the 

carporation is a constituent corporation or the sale of all or substantially all of the assets of the Corporation. If the certificate of incorporation 
'contains such a provision, the procedures of this section, including those set forth in subsections (d) and (e) of this section, shall apply as nearly 

as is practicable. 

(d) Appraisal rights shall be perfected as follows: 

a 

0 

0 

0 

I 

0 

(1) If a proposed merger or consolidation for which appraisal rights are provided under this section is to be submitted for approval at 
a meeting of stockholders, the corporation, not less than 20 days prior to the meeting, shall notify each of its stockholders who was such 
on the record date for such meeting with respect to shares for which appraisal rights are available pursuant to subsections (b) or 
(c) hereof that appraisal rights are available for any or all of the shares of the constituent corporations, and shall include in such notice a 
copy of this section. Each stockholder electing to demand the appraisal of such stockholder's shares shall deliver to the corporation, 
before the taking of the vote on the merger or consolidation, a written demand for appraisal of such stockholder's shares. Such demand 
will be sufficient if it reasonably informs the corporation of the identity of the stockholder and that the stockholder intends thereby to 
demand the appraisal of such stockholder's shares. A proxy or vote against the merger or consolidation shall not constitute such a 
demand. A stockholder electing to take such action must do so by a separate written demand as herein provided. Within 10 days after 
the effective date of such merger or consolidation, the surviving or resulting corporation shall notify each stockholder of each 
constituent corporation who has complied with this subsection and has not voted in favor of or consented to the merger or consolidation 
of the date that the merger or consolidation has become effective; or 

(2)  If the merger or consolidation was approved pursuant to $ 228 or $ 253 of this title, then, either a constituent corporation before 
the effective date of the merger or consolidation, or the surviving or resulting corporation within ten days thereafter, shall notify each of 
the holders of any class or series of stock of such constituent corporation who are entitled to appraisal rights of the approval of the 
merger or consolidation and that appraisal rights are available for any or all shares of such class or series of stock of such constituent 
corporation, and shall include in such notice a copy of this section. Such notice may, and, if given on or after the effective date of the 
merger or consolidation, shall, also notify such stockholders of the effective date of the merger or consolidation. Any stockholder 
entitled to appraisal rights may, within 20 days after the date of mailing of such notice, demand in writing from the surviving or 
resulting corporation the appraisal of such holder's shares. Such demand will be sufficient if it reasonably informs the corporation of the 
identity of the stockholder and that the stockholder intends thereby to demand the appraisal of such holder's shares. If such notice did 
not notify stockholders of the effective date of the merger or consolidation, either (i) each such constituent corporation shall send a 
second notice before the effective date of the merger or consolidation notifying each of the holders of any class or series of stock of 
such constituent corporation that are entitIed to appraisal rights of the effective date of the merger or consolidation or (ii) the surviving 
or resulting corporation shall send such a second notice to all such holders on or within 10 days after such effective date; provided, 
however, that if such second notice is sent more than 20 days following the sending of the first notice, such second notice need only be 
sent to each stockholder who is entitled to appraisal rights and who has demanded appraisal of such holder's shares in accordance with 
this subsection. An affidavit of the secretary or assistant secretary or of the transfer agent of the corporation that is required to give 

c-2 
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either notice that such notice has been given shall, in the absence of fraud, be prima facie evidence of the facts stated therein. For 
purposes of determining the stockholders entitled to receive either notice, each constituent corporation may fix, in advance, a record 
date that shall be not more than 10 days prior to the date the notice is given, provided, that if the notice is given on or after the effective 
date of the merger or consolidation, the record date shall be such effective date. If no record date is fixed and the notice is given prior to 
the effective date, the record date shall be the close of business on the day next preceding the day on which the notice is given. e 

(e) Within 120 days after the effective date of the merger or consolidation, the surviving or resulting corporation or any stockholder who has 
mmplied with subsections (a) and (d) hereof and who is otherwise entitled to appraisal rights, may file a petition in the Court of Chancery 
b a n d i n g  a determination of the value of the stock of all such stockholders. Notwithstanding the foregoing, at any time within 60 days after 

e effective date of the merger or consolidation, any stockholder shall have the right to withdraw such stockholder's demand for appraisal and 
0 to accept the terms offered upon the merger or consolidation. Within 120 days after the effective date of the merger or consolidation, any 

stockholder who has complied with the requirements of subsections (a) and (d) hereof, upon written request, shall be entitled to receive from 
corporation surviving the merger or resulting from the consolidation a statement setting forth the aggregate number of shares not voted in 
or of the merger or consolidation and with respect to which demands for appraisal have been received and the aggregate number of holders 

ofsuch shares. Such written statement shall be mailed to the stockholder within 10 days after such stockholder's written request for such a 
mtement is received by the surviving or resulting corporation or within 10 days after expiration of the period for delivery of demands for 

aisal under subsection (d) hereof, whichever is later. 
0 

(f )  Upon the filing of any such petition by a stockholder, service of a copy thereof shall be made upon the surviving or resulting corporation, 
which shall within 20 days after such service file in the office of the Register in Chancery in which the petition was filed a duly verified list 
mntaining the names and addresses of all stockholders who have demanded payment for their shares and with whom agreements as to the valu 
&their shares have not been reached by the surviving or resulting corporation. If the petition shall be filed by the surviving orresulting 
corporation, the petition shall be accompanied by such a duly verified list. The Register in Chancery, if so ordered by the Court, shall give 

f the time and place fixed for the hearing of such petition by registered or certified mail to the surviving or resulting corporation and to 
kholders shown on the list at the addresses therein stated. Such notice shall also be given by 1 or more publications at least 1 week 
he day of the hearing, in a newspaper of general circulation published in the City of Wilmington, Delaware or such publication as the 
eems advisable. The forms of the notices by mail and by publication shall be approved by the Court, and the costs thereof shall be borne 

the surviving or resulting corporation. 

(g) At the hearing on such petition, the Court shall determine the stockholders who have complied with this section and who have become 
o appraisal rights. The Court may require the stockholders who have demanded an appraisal for their shares and who hold stock 
ted by certificates to submit their certificates of stock to the Register in Chancery for notation thereon of the pendency of the appraisal 
ngs; and if any stockholder fails to comply with such direction, the Court may dismiss the proceedings as to such stockholder. 

(h) After determining the stockholders entitled to an appraisal, the Court shall appraise the shares, determining their fair value exclusive of 
q element of value arising from the accomplishment or expectation of the merger or consolidation, together with a fair rate of interest, if any 

0 :ohe  paid upon the amount determined to be the fair value. In determining such fair value, the Court shall take into account all relevant factors 
determining the fair rate of interest, the Court may consider all relevant factors, including the rate of interest which the surviving or resulting 

mporation would have had to pay to borrow money during the pendency of the proceeding. Upon application by the surviving or resulting 
asporation or by any stockholder entitled to participate in the appraisal proceeding, the 

c-3 
0 

Cmrt may, in its discretion, permit discovery or other pretrial proceedings and may proceed to trial upon the appraisal prior to the final 
rmination of the stockholder entitled to an appraisal. Any stockholder whose name appears on the list filed by the surviving or resulting 

pursuant to subsection (f) of this section and who has submitted such stockholder's certificates of stock to the Register in Chancery 
quired, may participate fully in all proceedings until it is finally determined that such stockholder is not entitled to appraisal rights 

I ection. 
0 

(0 The Court shall direct the payment of the fair value of the shares, together with interest, if any, by the surviving or resulting corporation t 
stockholders entitled thereto. Interest may be simple or compound, as the Court may direct. Payment shall be so made to each such 

&d&older, in the case of holders of uncertificated stock forthwith, and the case of holders of shares represented by certificates upon the 
mimender to the corporation of the certificates representing such stock. The Court's decree may be enforced as other decrees in the Court of 

'Ckncery may be enforced, whether such surviving or resulting corporation is a corporation of this State or of any state. 

6) The costs of the proceeding may be determined by the Court and taxed upon the parties as the Court deems equitable in the 
&mumstances. Upon application of a stockholder, the Court may order all or a portion of the expenses incurred by any stockholder in 

://~~~.se~.gov/Archives/edgar/data/3 188 19/00009 1205701 5420 14/a2064964zdefmlLCa.htm 3/14/0 



Prepared by MERRILL CORPORATION 

charged pro rata against the value of all the shares entitled to an appraisal. 

Page 90 of 9 
connection with the appraisal proceeding, including, without limitation, reasonable attorney's fees and the fees and expenses of experts, to be 

(k) From and after the effective date of the merger or consolidation, no stockholder who has demanded appraisal rights as provided in 
subsection (d) of this section shall be entitled to vote such stock for any purpose or to receive payment of dividends or other distributions on th 
stock (except dividends or other distributions payable to stockholders of record at a date which is prior to the effective date of the merger or 

0 consolidation); provided, however, that if no petition for an appraisal shall be filed within the time provided in subsection (e) of this section, or 
if such stockholder shall deliver to the surviving or resulting corporation a written withdrawal of such stockholder's demand for an appraisal 
and an acceptance of the merger or consolidation, either within 60 days after the effective date of the merger or consolidation as provided in 
subsection (e) of this section or thereafter with the written approval of the corporation, then the right of such stockholder to an appraisal shall 
cease. Notwithstanding the foregoing, no appraisal proceeding in the Court of Chancery shall be dismissed as to any stockholder without the 
approval of the Court, and such approval may be conditioned upon such terms as the Court deems just. ' (1) The shares of the surviving or resulting corporation to which the shares of such objecting stockholders would have been converted had 
they assented to the merger or consolidation shall have the status of authorized and unissued shares of the surviving or resulting corporation. 

C-4 

0 
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0 

DIRECTIONS TO THE AMERICAN WATER WORKS 
COMPANY, INC. SPECIAL MEETING TO BE HELD AT 

THE PENNSYLVANIA CONVENTION CENTER 

From the Northern and Western Philadelphia Suburbs 

Take 1-76 East to Exit 38A-676 East. Follow the signs for Central Philadelphia. Exit I676 East at Broad Streetkt. 61 1. This exit brings you 
to lSth and Vine Streets. Follow Vine Street to 12th Street and make a right on 12'h Street. The entrance to the Convention Center is located two 

0 blocks ahead at the comer of 12th and Arch Streets. 

From 1-95 South 

Take 1-95 South to Exit 17 Central PhiladelphidI-676. Stay in the left lane of this exit. Follow signs for I-676 West to the 1st exit (Broad 
Street). This exit brings you to 1gh and Vine Streets. Go straight ahead to 12" and Vine Streets. Make a right onto 12th Street. The entrance to ' the Convention Center is located two blocks ahead at the corner of and Arch Streets. 

From 1-95 North (Philadelphia International Airport, Baltimore, Washington and Delaware) 

Take 1-95 North to Exit 17 Central PhiladelphidI-676. Stay in the left lane of this exit. Follow signs for I676 West to the 1st exit (Broad 
Street). This exit brings you to 15th and Vine Streets. Go straight ahead to 12'h and Vine Streets. Make a right onto 12th Street. The entrance to 
the Convention Center is located two blocks ahead at the comer of and Arch Streets. 

0 

From New Jersey and Atlantic City Area 

Take Atlantic City Expressway to 42 North. Follow 42 North to Rt. 676 to the Benjamin Franklin Bridge, crossing into Philadelphia. Follow 
.the signs for local traffic (this is Vine Street). Go approximately six blocks, make a left turn onto lZh Street. The entrance to the Convention 

Center is located two blocks ahead at the comer of 12"and Arch Streets. 

From New Jersey Turnpike (New York) 

1 http://www.sec.gov/Archives/edgar/data/3 1881 9/000091205701542014/a2064964zdefm14a.htm 3/14/0 
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signs to the Benjamin Franklin Bridge (the Bridge is Rt. 30 West), crossing into Philadelphia. Follow the signs for local traffic (this is Vine 
Street). Go approximately six blocks, make a left turn onto lph Street. The entrance to the Convention Center is located two blocks ahead at 
%be comer of 12th and Arch Streets. 
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Take the NJ Turnpike to Exit 4 (PhiladelphidCamden Exit). Take Rt. 73 North and follow it to Rt. 38 West. Take Rt. 38 West following the 

0 

PROXY 
AMERICAN WATER WORKS COMPANY, INC. 

This Proxy is solicited by the Board of Directors of the Company 
for the Special Meeting of Stockholders on January 17,2002 

The undersigned, hereby revoking any contrary proxy previously given, hereby appoints J. James Barr and Marilyn Ware, and each of them, 
attorneys and proxies, with full power of substitution and revocation, to vote all of the shares of the undersigned in American Water Works 
Company, Inc. (the "Company") entitled to vote at the special meeting of stockholders of the Company on January 17,2002, and at any 
adjournment or postponement thereof, as indicated on the reverse side and in accordance with the judgment of said attorneys and proxies on 
my other business which may come before the meeting or any such adjournment or postponement. Except as otherwise indicated on the revers 
side, the undersigned authorizes the proxies appointed hereby to vote all shares of stock of the Company standing in the name of the 
undersigned stockholder. 

THIS PROXY WHEN PROPERLY EXECUTED WILL BE VOTED IN THE MANNER DIRECTED BY THE STOCKHOLDER. 
W NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED FOR THE PROPOSAL WITH THE DISCRETIONARY 
AUTHORITY DESCRIBED ABOVE. 

SEE REVERSE 
SIDE 

CONTINUED AND TO BE SIGNED ON REVERSE SIDE 
SEE REVERSE 

0 SIDE 

do EquiServe, P.O. Box 9398, 
ston, MA 02205-9398 

.Vote by Telephone 

IPS fast, convenient, and immediate! 
Call Toll-Free on a Touch-Tone Phone 

Follow these four easy steps: 
I477-PRX-VOTE (1-877-779-8683). 

01.. Read the accompanying Proxy Statement and 
Proxy Card. 

2. Call the toll-free number 1 -877-PRX-VOTE (1- 
7-779-8683). 

OX Enter your 14-digit Voter Control Number located 
your Proxy Card above your name. 

I Follow the recorded instructions. 

Your vote is important! 
.Call 1 -877-PRX-VOTE anytime! 

Vote by Internet 

Its fast, convenient, and your vote is immediately 
confirmed and posted. 

Follow these four easy steps: 

1. Read the accompanying Proxy Statement and 
Proxy Card. 

2. Go to the Website 
http://www .eproxyvote.com/awk 

3. Enter your 14-digit Voter Control Number located 
on your Proxy Card above your name. 

4. Follow the instructions provided. 

Your vote is important! 
Go to http://www.eproxyvote.com/awk anytime 

Do not return your Proxy Card if you are voting by Telephone or Internet 

Please note that all votes cast via the Telephone or Internet must be cast prior to 5 : O O  p.m. EST, January 16,2002. 

~ Jlttp://~~~.se~.gov/Archives/edgar/data/3 18819/000091205701542014/a2064964zdefm14a.htm 3/ 14/0 
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0 DETACH HERE 

Please mark 
votes as in 
this example. 

0 x 
THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THE ADOPTION OF THE 

AGREEMENT AND PLAN OF MERGER. 

FOR AGAINST ABSTAIN 

'Proposal to adopt the Agreement and Plan of Merger, dated as of 
September 16,2001, among American Water Works Company, Inc., RWE 
Aktiengesellschaft, Thames Water Aqua Holdings GmbH and Apollo 
Acquisition Company. 

1 

~ 
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0 

0 

The Board of Directors recommends a vote "FOR" the proposal. 
MARK HERE FOR 

ADDRESS CHANGE 
AND NOTE TO LEFT 

Please return your signed proxy at once in the enclosed envelope, which requires 
no postage if mailed in the United States, even if you expect to attend the meeting 
in person. 

Please date and sign below. If a joint account, each owner should sign. When 
signing in a representative capacity, please give title. Please sign here exactly as 
name is printed hereon. 

Signature Date: Signature Date: a 

TABLE OF CONTENTS 
SIJMMARY TERM SHEET 
THE COMPANIES 
THE SPECIAL MEETING 
THE MERGER 
THE MERGER AGREEMENT 

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
.APPRAISAL _. RIGHTS 

OTHER MATTERS 

KHERE YOU CAN FIND MORE INFORMATION 
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

TABLE OF CON7 ENTS 

ARTICLE I I  Conversion of Securities 
BRTICLE I11 Representations and Warranties 
ARTICLE IV Covenants Relating to Conduct of B u m s  
LRTICLE V Additional Agreements 
MTICLE VI Conditions Precedent 
ARTICLE VI1 Temiination. Amendment and Waiver 

O ~ K ' I I C L E  General f'rovisions 
DELAWARE GENERAL. CORPORATION LAW 

0XRTICLE I The Merger 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 2 0 5 4 9  

SCHEDULE 1 4 A  

Proxy Statement Pursuant t o  Section 1 4 ( a )  of t h e  
Securit ies E x c h a n g e  A c t  of 1 9 3 4  

Filed by the Registrant [XI 

Check the appropriate box: 
.Filed by a Party other than the Registrant [-1 

[ 3 Preliminary Proxy Statement [I] C o n f i d e n t i a l .  For U s e  of the C o m m i s s i o n  O n l y  
( a s  p e r m i t t e d  by R u l e  1 4 a - 6 ( e )  ( 2 ) )  
Definitive Proxy Statement 
Definitive Additional Materials f-1 - 

4x1 Soliciting Material Pursuant to Rule 14a-12 

________--------------------------------------------------------------------- 
(Name of Person(s) Filing Proxy Statement, if other than the Registrant) 0 

'Payment of Filing Fee (Check the appropriate box): 
EX] No fee required. 
1-1 Fee computed on table below per Exchange A c t  Rules 14a-6(i) (4) 

and 0-11. 

1) Title of each class of securities to which transaction applies: 
0 

3) Per unit price or other underlying value of transaction 
computed pursuant to Exchange Act Rule 0-11 (set forth the 
amount on which the filing fee is calculated and state how 
it was determined) : 

0 
_---_--___________----------------------------------------------------- 

4) Proposed maximum aggregate value of transaction: 

5 )  Total fee paid: 0 
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0 

5 - ] 

C-1 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a)(2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
statement number, or the Form or Schedule and the date of its filing. 0 

1) Amount previously paid: 

I 3) Filing Party: 

0 RWE Acquisition 

Update #9 
November 3 0 ,  2001 

0 

This i s  an update on the  RWE/Thames acqu i s i t i on  f o r  American Water 
Associates.  Frequent updates w i l l  be d i s t r i b u t e d  i n  the  coming weeks v i a  
m a i l .  They are then archived, along with o ther  important ma ter ia l s ,  i n  t he  
wRRWE Acquis i t ion Update” database on Lotus Notes. 

0 

Frequently Asked Questions 

ELas the date and location of the special  shareholder’s meeting been set?  

Convention Center. Shareholders who own American Water Works common stock 
and cumulative preferred stock 5% series by the close of business 
December 4, 2001 will be eligible to vote at the special meeting. 

. Y e s .  The meeting will be held on January 17, 2002 at the Philadelphia 

The proxy statement, which describes the details of the transaction, is 
expected to be mailed to shareholders on December 7, 2001. It will also be 

.filed with the U.S. Securities and Exchange Commission at that time. 

HOW about the regulatory f i l i n g s  with the various state commissions? Do w e  
have a timetable yet? 
He expect to begin those filings in early December and to complete them by 

athe end of the month. 

Continued . . . 
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We know that plans call for the American Water team to head up the Thames 
Water business in North and South America once the transaction is complete. 

%=re is an early look at what The Americas Region can be expected to look 
like : 

'Any idea of what the organization could look like? 

* * * 

American Water Works Company, Inc. (the "Company") , RWE 
Aktiengesellschaft, a company organized under the laws of the Federal 
Republic of Germany ("Guarantor"), Thames Water Aqua Holdings GmbH, a 
company organized under the laws of the Federal Republic of Germany and a 

*wholly owned subsidiary of Guarantor ("Parent") , and Apollo Acquisition 
Company, a Delaware corporation and a wholly owned subsidiary of Parent 
f"Sub") have entered into an Agreement and Plan of Merger, dated as of 
September 16, 2001, pursuant to which Sub will be merged with and into the 
Company with the Company surviving the merger (the "Merger"). In connectipn 
with the Merger, the Company will be filing a proxy statement with the 

Wecurities and Exchange Commission (the "SEC"). SECURITY HOLDERS OF THE 
COMPANY ARE URGED TO READ THE PROXY STATEMENT WHEN IT BECOMES AVAILABLE 
BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING THE MERGER. Investors 
and security holders may obtain a free copy of the proxy statement when it 
becomes available and other documents filed by the Company with the SEC in 
connection with the Merger at the SEC's web site at www.sec.gov. Security 

e l d e r s  of the Company may also obtain for free a copy of the proxy 
statement and other documents filed with the SEC by the Company in 
connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at (856) 566-4026. 

The Company and its subsidiaries and their respective directors and 

~http://www.sec.gov/Archives/edgar/datd3 188 19/00008937500 1500577/schedulel4a.htrn 
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executive officers may be deemed to be participants in the solicitation of 
proxies from the Company's stockholders in favor of the Merger. These 
directors include the following: Marilyn Ware, Gerald C. Smith, J. James 
Barr, Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. 
Ware, Nancy Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William 
S. White, Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and 

Daniel L. Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, 
Nancy A. Macenko and James E. Harrison. Collectively, as of March 5, 2001, 
the directors and executive officers of the Company may be deemed to 
beneficially own approximately 21.98 of the outstanding shares of the 
Company's common stock and under 5% of the outstanding shares of the 
Company's Cumulative Preferred Stock, 5% Series. Stockholders of the 
Company may obtain additional information regarding the interests of the 
participants by reading the proxy statement when it becomes available. 

0 Horace Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 

Litigation Reform Act o f  1995. These forward looking statements involve 
known and unknown risks, uncertainties and other factors that may cause the 
actual results, performance or achievements of the Company to be materially 
different from any future results, performance or achievements expressed or 
implied by such forward looking statements. These factors include, among 
others, the following: the success of pending applications for rate 

regulatory approval of pending acquisitions, weather conditions that tend 
to extremes of temperature or duration; availability, terms and development 
of capital; business abilities and judgment of personnel; changes in, or 
the failure to comply with governmental regulations, particularly those 
affecting the environment and water quality; competition; success of 
operating initiatives, advertising and promotional efforts; existence of 
adverse publicity or litigation; changes in business strategy or plans; 
quality of management; general economic and business conditions; the 
ability to satisfy the conditions to closing set forth in the definitive 
agreement; and other factors described in filings of the Company with the 
SEC. The Company undertakes no obligation to publicly update or revise any 
forward looking statement, whether as a result of new information, future 

0 pursuant to the safe harbor provisions o f  the U . S .  Private Securities 

increases, inability to obtain, or to meet conditions imposed for, 

e events or otherwise. 

0 
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Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a)(2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
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1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: 
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RWE Acquisition Update #7 

Wvernber 12, 2001 

@This is an update on the RWE/Thames acquisition for Associates of American 
Water. Frequent updates will be distributed in the coming weeks via email. 

Acquisition Update'' database on Lotus Notes. 
y will then be archived, along with other materials, in the "RWE 

.En this f'Update,ll we take a look at Jim McGivern, Thames Water's Managing 
Director of the Americas Region. Jim's involvement with the acquisition began 
early in the year. Shortly after the agreement was reached in September, he 
&oak up office in the Voorhees Corporate Headquarters and has been leading the 
ME/Thames side of the transition planning from there ever since. 

[Photo of Jim McGivern] 
0 

Q: Khat is your role on the transition team? 

, I am working with Ellen Wolf to ensure that we receive regulatory approval in 
the states where it is required, in a way that is aligned with the objectives 
DE both American Water Works and RWE/Thames. I am also managing with Ellen the 

.Lransition planning process in anticipation of American Water becoming part of 
the RWE family of companies. 

Q:: What sort of things can we expect to see during the transition? 

I think associates will see more and more evidence of how compatible the three 

~~://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D0000893750%2D01%2D5. .. 3/14/02 0. 
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.companies are. This transaction is very much based on leveraging the resources 
that RWE has to accelerate American Water's current path of growth. Once the 
kransaction is complete, we'll combine the best of American Water and Thames 
Water technology to come up with something that is better than the sum of the 
parts. Our goal is that any changes will only be for the positive, made around 
new opportunities we see in merging our great companies together, to make us 

.more competitive and more technologically innovative. As part of a new family, 
xe can be leaders in consolidating the U.S. water industry in a more 
accelerated fashion. 

g: You currently have operations in the U.S. in Stamford, Houston, Pittsburgh 
and E-town. What is Thames' history of operating in the U.S.? 

He have been in the U.S. for a decade. In the early  OS, Thames purchased 
Leopold, a water filtration and purification company in Pittsburgh, and 
&&brook, a wastewater products and services company in Houston. Both 
companies are leaders in their fields. Last November, the purchase of E-Town 
w a s  completed. That was our first foray into the US water services market and 

.an important step in our growth strategy. American Water Works is the icing on 
the cake. 

Q: What have you learned about the U.S. water system from your experience with 
$-Town in New Jersey? 

*Me have learned a great deal. First of all, the business drivers are 
different. Unlike in the UK, the water business in the U.S. is significantly 
affected by the weather. Being in E-Town has also allowed Thames to understand 
~ Q W  the U.S. regulatory system works, how to get fair treatment, 

.zmd the general philosophy of U.S. rate-of-return regulation. It also has 
liven us a better understanding of the demographics and the cultural framework 
~f a U.S. business. We have learned a lot about what's important to U.S. 
smployees including how patriotic Americans are and how they identify strongly 
nith their country and their state. 

0 2 :  RWE acquired Thames a year ago, so you have been in the same situation as 
"merican Water employees. How did that go for you? 

2W purchased Thames for very much the same reason it is buying American Water 
&xks - to promote growth and opportunity. RWE is an honorable organization in 
&ich people are sincere, and all of the promises they made regarding 

.Dpportunities for Thames employees have been realized. It has been a fantastic 
mmpany to work in. 

, W E  employees are excellent, capable people and the Thames employees have 
i mrked well with them. Any fears that Thames employees may have had at the 

lime of the acquisition announcement have gone away. It's been a very good 

* 

2:  What have you noticed so far about the cultural similarities and 
1 3ifferences between American Water and Thames? 

In general, there is a surprising amount of cultural alignment. We're all 
.Mater folks, we understand the water business, yet the similarities do 
surprise me at times. The key similarities are the customer focus - the 
zsoncept that it's the customer that makes or breaks this business. The 
xstomer service ethic is paramount in both businesses and it's everyone's 

~ responsibility. 

I 
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'Both Thames and American Water also have a strong culture of performance 
management, which is driven from the top. Everyone's role within the 
organization is understood. In addition, both companies put emphasis on the 
individual. Respect for the individual, empowering the individual to make 
decisions, and giving the individual the tools to do the job is a strong 
cultural commonality that I see. In addition, the underlying values of 

'American Water and Thames are similar - -  the basic business values of 
professionalism, honesty, and favoring long-term solutions. It's not 
surprising that when you look at two of the top water companies in the world, 
that they should have similar values; the reasons they're both successful are 
fairly similar. 

The differences relate mostly to the influence of legal and geographical 

States, and its regulatory system, promote an organizational style of greater 
regional autonomy and independence, while Thames is a more integrated 
organization. Both of the organizations have evolved to respond to their 
environments in an optimal way. 

'requirements on your organizational structures. The geography of the United 

' 
Q: What is Thames' approach to local community support and local management? 

Thames seeks to educate communities about what we do and how they can get the 
best service from us. In turn, we look to our communities for feedback so that 
we can deliver continual improvement. 

'Our managers and employees live in the communities in which they serve. We 
want to promote a high level of integration between our customers, our 
communities and our management so that there's a seamless web between them. 
This creates the benefit of customers seeing what we're doing in a positive 
light. We want to ensure sustainability for our product and our company, so 

0 
'we are committed to being actively involved in the economic prosperity of the 
community at all levels as responsible corporate citizens. 

3 :  Has Thames operated differently in the U.S. since September 11? 

'We have always emphasized security. We have taken stock of our security and 
perhaps further refined it, but we have found that we are doing the right 
things, so overall, the tragic events of that date have not made a significant 
difference in our operations. 

' 2 :  Have you operated in other countries that have faced terrorist or wartime 
threats ? 

1 Yes. Of the 19 countries in which we operate, some of the areas that have been 
, 3n high alert include the UK, Indonesia, Turkey and the Middle East. 

I ' 2 :  What do you enjoy most about this industry? 

I came to the water industry and Thames in 1989 after a legal career in the UK 
m d  Australia. I was attracted to the inherent essential need for the service 
and the importance of ensuring quality water. It's a good business to be in; 
N e  are providing a service that improves people's lives. That appeals to me. ' 
From a UK perspective, I was also attracted to it because it was a new 
industry having been recently privatized. Traditionally, water had been in the 
fiomain of the government. Then in 1989, there was a total change. The 
government decided that water and wastewater should be in the domain of the 
?rivate sector, and that caught my imagination as the birth of a new industry. 

~ittp://www.edgar-online.com/authiedgardoc~ocMain.pl?doc=A%2D3 1 88 19%2D0000893750%2D01%2D5 ... 311 4/02 
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Ct was quite an exciting time to join and I was compelled by that story. e 

2: What do you like about living in the United States? 

?he openness here is very refreshing. People are generally friendly and easy 

.ducation system here is excellent. And I enjoy the great restaurants in 
ahiladelphia as well as the climate. 

:Q get to know, which is unusual in large cities. I would also say that the 

2 :  What do you like to do when you are not at the office? 

C enjoy reading history and philosophy - I just finished reading "Humboldt's 
Ziftl' by Saul Bellow - and I'm an avid cinema, opera, music and theatergoer. I 
d s o  enjoy spending time with my two young children, playing golf and going to 
:be gym. 

e 

e 
:Logo1 

* * * 

RWE Acquisition Update # 8  

Jovember 14, 2001 

:%is is an update on the RWE/Thames acquisition for Associates of American 
@Later. Frequent updates will be distributed in the coming weeks via email. 
-"hey will then be archived, along with other materials, in the "RWE 
iccquisition Update" database on Lotus Notes. 

'*$arnes Water released this announcement earlier in the week. We thought 

.ecomplishment by our future partner. 
merican Water associates would be interested in this latest strategic 

THAMES WATER ANNOUNCES NEW CHILEAN CONCESSION 

e"harnes Water, the water business of RWE, was awarded the concession of the 
-surth largest water and wastewater company in Chile, Empresa de Servicios 
;anitarios del Maule S.A. (ESSAM) . 
acated in central part of Chile, ESSAM serves a population of more than 
60,000 and in the year 2000 generated revenues of the equivalent of USS21.4 

e 
'he 30-year concession has been purchased from the Chilean government for 
X$171 million and will complement Thames Water's other interests in the 
-0untry. ESSAM is strategically positioned between ESSEL in Rancagua and 
"SSBIO in Concepcion. 

e-slder the concession agreement, Thames Water will provide the water needs of 
he concession area, including water production, distribution, collection, 
astewater treatment and industrial effluent treatment. The company is 
xpected to invest approximately US$lOO million over the first five years of 
he contract and a significant part of the capital expense will be for 

I -astewater treatment plants. 

Page 5 of 7 

@,ill Alexander, Thames Water's Chief Executive, said: "This is another welcome 
uccess for Thames Water in Chile, building upon our ambition to become the 
:Pobal water partner of choice in the country. 

The acquisitions of ESSEL and ESSBIO last year have provided a sound platform 
or growth and offer great opportunities to increase customer value through 
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'qnergies with ESSAM. 

"1 am delighted that Thames Water has rapidly established an excellent 
reputation for partnership in Chile and I look forward to extending our world 
.=lass water service to our new customers." 

'Barnes Water is the world's third largest water company, serving over 4 3  
ellion customers in 44 countries across the globe. 

* * * 

American Water Works Company, Inc. (the l'Company"), RWE 
'Uctiengesellschaft, a company organized under the laws of the Federal Republic 

'3f Germany ("Guarantorn) , Thames Water Aqua Holdings GmbH, a company organized 
=der the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor (lrParentt'), and Apollo Acquisition Company, a Delaware 
mrporation and a wholly owned subsidiary of Parent (''Subf') have entered into 
zm Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
&ich Sub will be merged with and into the Company with the Company surviving 

ache merger (the tlMergerfr). In connection with the Merger, the Company will be 
Eiling a proxy statement with the Securities and Exchange Commission (the 
'*SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
WEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
d t h  the SEC in connection with the Merger at the SEC's web site at 

'm.sec.gov. Security holders of the Company may also obtain for free a copy 
Jf the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
sternal Affairs, at (856) 566-4026. 

The Company and its subsidiaries and their respective directors and 
e-xecutive officers may be deemed to be participants in the solicitation of 
sroxies from the Company's stockholders in favor of the Merger. These 
directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Ienry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
)Pare Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
-inthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
dilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 

'elleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
prnd James E. Harrison. Collectively, as of March 5, 2001, the directors and 
secutive officers of the Company may be deemed to beneficially own 
Approximately 21.9% of the outstanding shares of the Company's common stock 
snd under 5% of the outstanding shares of the Company's Cumulative Preferred 
itock, 5% Series. Stockholders of the Company may obtain additional 

e-nformation regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without limitation, ' 
;tatements relating to the Company's plans, strategies, objectives, 
-xpectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 

ancertainties and other factors that may cause the actual results, performance 
PT achievements of the Company to be materially different from any future 
-esults, performance or achievements expressed or implied by such forward 
.soking statements. These factors include, among others, the following: the 
xccess of pending applications for rate increases, inability to obtain, or to 

*eather conditions that tend to extremes of temperature or duration; 
ivailability, terms and development of capital; business abilities 
m d  judgment of personnel; changes in, or the failure to comply with 
pvernmental regulations, particularly those affecting the environment and 

1 Jater quality; competition; success of operating initiatives, advertising and 

'.. 995. These forward looking statements involve known and unknown risks, 

'Keet conditions imposed for, regulatory approval of pending acquisitions, 
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promotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 

ate or revise any forward looking statement, whether as a result of new 
@information, future events or otherwise. 

EDGAR@ is a federally registered trademark of the US. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
8 p p ~ e d  by the U.S.  Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
u x  of this information. The infomiation ("Information") provided herein may be displayed and printed for your personal, non-commercial use 

e-ss written consent of EDG.4R Online, Inc. 
ady You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 

QCopyright 1995-2001 EDGAR Online, Inc. All rights reserved. 
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0 
RWE Acquisition Update #6 

member 1, 2001 

:%is is an update on the RWE/Thames acquisition for Associates of American 
,dater. Frequent updates will be distributed in the coming weeks via email. 

Wquisition Update" database on Lotus Notes. 
eC&y will then be archived, along with other materials, in the "RWE 

prequently Asked Questions 

@*I1 me one more time what changes have been made to the ESOP plan? 

M y  one thing has changed so far: You can no longer invest your ESOP 
fbcv-idends in the dividend reinvestment and stock purchase plan. This plan was 
aspended effective September 17, the first business day after the acquisition 
igreement was reached. Beginning with the November 15, 2001 dividend you will 

o-eceive your dividends in cash. But you can still contribute to your ESOP 
sccount and the Company will continue to match your contributions. However, 
mce the RWE/Thames transaction is complete, American Water stock will no 
-0nger be traded and the ESOP program, as it is constructed today, will no 
lipnger exist. 

~ 

~ 

was the dividend reinvestment and stock purchase plan suspended? 
~ 

:an the agreement, RWE will pay $46 a share for all the American Water common 
Xock outstanding at the time of the signing. If the dividend reinvestment and 
Ztock purchase plans were not suspended, the number of outstanding shares 
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@would continue to increase, changing the value of the deal. 

Of the 23 states where we serve customers, which ones will have to approve the 
acquisition before it can be completed? 

@ifit this time we believe the transaction will have to be approved by at least 
84 states: Arizona, California, Connecticut, Illinois, Kentucky, Maryland, New 
@ampshire, New Jersey, New Mexico, New York, Ohio, Pennsylvania, Virginia and 
'West Virginia. In addition, the states of Hawaii, Iowa, Missouri, Tennessee 
aid Texas will have to be formally notified of the transaction. No action is 
aequired at all in the states of Georgia, Indiana, Massachusetts and Michigan. 

e-ntinued . . . 

.Acquisition update #6 - page 2 

en will we start the regulatory filings process? 

plan to begin filing applications early in December and expect to complete 
iall of the filings by year's end. The regulatory team, made up of 
xepresentatives from American Water and Thames, will then respond to comments 
Erom the commissions as soon as we receive them. a 
Gbes the transaction require any Federal approvals? 

W e r  the rules of the Hart-Scott-Rodino Antitrust Improvements Act, the 
acquisition cannot be completed until the Federal Trade Commission and the 

**titrust Division of the Department of Justice have been notified of the 
transaction, and a waiting period has expired or been terminated. We expect to 
Eile this notification sometime after the shareholder vote. 

a s  a date been set for the special shareholder meeting and vote? 

*%ot yet. Before the date can be set, a proxy statement must be completed, 
filed and approved by the US Securities and Exchange Commission. That document 
i s  still being prepared by representatives of American Water, and is being 
reviewed by RWE and Thames. It is expected that the proxy statement will be 
enled within the next six weeks, which would enable us to have the special 
shareholder meeting in January. 
-I 

e 
Tm anyone still buy American Water Works stock on the open market? 

fes. Anyone can buy our common stock until the day the transaction closes. 

*ty neighbors are saying we shouldn't be selling control of our water supply to 
1 m international company. Are they right? 

bring these emotional times for our country, it is not unusual to hear such 
xncerns. But the fact is, the control of our water supplies has never been 
fktermined by who owns the water company's stock. Our country's water supplies 

crrerblic utility commissions, river basin authorities and state environmental 
xotection agencies. That's the way it's been and that's the way it's going to 
= -- no matter who owns American Water Works. Besides, while RWE is 
xeadquartered in Germany, it's hardly new to this country. The company and its 
xfffiliates employ more than 16,500 people in the U.S. - roughly 10 percent of 

@re controlled by various governmental organizations including the state 
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EWE'S global workforce 

* * * 

American Water Works Company, Inc. (the 'lCornpany1l) , RWE 
Aktiengesellschaft, a company organized under the laws of the Federal Republic 
of Germany (nlGuarantorll), Thames Water Aqua Holdings GmbH, a company organized 
under the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor ("Parent"), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (11Sub13) have entered into 
an Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
which Sub will be merged with and into the Company with the Company surviving 
the merger (the loMergerl'). In connection with the Merger, the Company will be 
filing a proxy statement with the Securities and Exchange Commission (the 
"SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
m E N  IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
with the SEC in connection with the Merger at the SEC's web site at 
w . s e c  .gov. Security holders of the Company may also obtain for free a copy 
of the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at (856) 566-4026. 

The Company and its subsidiaries and their respective directors and 
@executive officers may be deemed to be participants in the solicitation of 
proxies from the Company's stockholders in favor of the Merger. These 
directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Eenry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
Rnthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 

ePCelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 21.9% of the outstanding shares of the Company's common stock 
and under 5 %  of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5 %  Series. Stockholders of the Company may obtain additional 

ebformation regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without 
Limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 

and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 

eito obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
duration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 

ernmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 
romotional efforts; existence of adverse publicity or litigation; changes in 
asiness strategy or plans; quality of management; general economic and 

itigation Reform Act of 1995. These forward looking statements involve known 

business conditions; the ability to satisfy the conditions to closing set 
Earth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 
xpdate or revise any forward looking statement, whether as a result of new 
!information, future events or otherwise. 
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Analyst conference call, Monday Oct 29,  2 0 0 1 .  

e American Water Works 

Moderator: Jim Harrison 
October 29,  2 0 0 1  

1:OO p.m. MT 

, 
0 

e r a t o r :  Ladies and gentlemen thank you for standing by. Welcome to 
the American Water Works Company, Inc. third quarter results 
conference call. At this time, all participants are in a 
listen-only mode. Later we will conduct question and answer 
session. At that time, if you have a question, you will need 
to press the one followed by the four on your telephone. As a 
reminder this conference is being recorded Monday, October 
2 9 ,  2001. A Post View replay of this conference will be 
available beginning today at 4 : O O  pm eastern and running 
through November 5. To access the Post View replay, you will 
need to dial 800/633-8284 and enter reservation number 
1 9 8 0 5 6 3 7 .  I would now like to turn the conference over to Jim 
Harrison, Vice-president of Investor Relations. Please go 

0 ahead, sir .  

J h  Harrison: Good afternoon. Thank you for participating in this 
conference call to review our financial results for the third 
quarter and to those of you listening to the webcast, 
welcome. I'm Jim Harrison, Vice-president of Investor 
Relations. Joining me today is Ellen Wolf, our Chief 
Financial Officer. After I complete some preliminary matters, 
Ellen will conduct the remainder of the call. Those of you 
participating on the call should have received a copy of the 
press release and the financial information. Anyone who did 
not, you can call Kim Oliver at 480/614-3002, and she will 
fax it to you. The information can also be found on our 

0 
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website www.amwater.com. Participants or those listening to 
the call are asked to be aware that forward looking 
statements made during the call are based on current 
information and expectations. Those statements are subject to 
risk and uncertainty that may cause the actual results to 
differ. It's for that reason, we advise that reference be 
made to the disclosure language located at the bottom of the 
press release for an explanation of some of the factors that 
could impact forward looking statements. With those 
preliminary matters completed, 1'11 turn the call over to 
Ellen. 

Ellen Wolf: Thank you Jim. As noted in our press release, net income from 
operations for the third quarter was $62.6 million or 63 
cents a share excluding one-time amounts that I'll talk about 
in a minute. These third quarter results exceeded the 51 
cents per share earned in the third quarter of 2000 where we 
had experienced cooler temperatures and more frequent 
rainfall than is normal for that time of the year. Water 
sales throughout most of our service areas returned to more 
historical levels except for our southeast region which 
continued to experience frequent rainfalls during the third 
quarter. Total gallons sold for the regulated operations were 
102 billion for the third quarter versus 99.5 billion f o r  the 
same time last year. Our third quarter results were also 
impacted by some one-time transactions which are shown on the 
income statement. There are two items. First, expenses 
incurred to negotiate our agreement with RWE for their 
purchase of all of the company's common stock resulted in a 
10 cents per-share charge. These expenses were offset by a 
three cent per-share net gain on a sale which occurred at the 
end of September of our water assets serving the city of 
Salisbury, Massachusetts. 

0 

Now to talk about the individual components. On revenues. 
As we had mentioned in our release, revenues for the 
quarter increased $31 million to reach $395 million. This 
represents an 8.5 percent improvement above the $364 
million realized during the third quarter last year. 
Factors contributing to this improvement were improved 
sales, continued customer growth, and rate increases. The 
addition of more than 40,000 customers since September 30, 
2000 resulted in 2 . 5  billion gallons of additional sales 
representing an increase of 2.5 percent gallons. This 
improvement accounted for almost $10 million of the 
revenue improvement. Revenues from rate increases ' 0  
accounted for the remaining $21 million of that increase. 
Ten rate increases were implemented between September 30, 
2000 and September 30, 2001. The two most significant rate 
increases were for approximately $12 million, which was 
authorized in Missouri, and $ 5  million, which was 
authorized in Illinois. 

On the expense side, an increase of $12.5 million or 8.1 
percent in operation and maintenance expenses for the 
third quarter of this year over the third quarter last 
year was primarily driven by the results of a $5 million 
increase in our production costs such as power, purchased 
water, and chemicals. However, on a per-customer O&M 
expense basis for the 12 months ended September 30, 2001 
we were only up 3.5 percent from per customer O&M for that 
12 months ended. Operating margins of 33.5 percent in 2001 
were virtually unchanged from the 33.4 percent in 2000. We 
are making significant progress with the completion of our 
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projects to consolidate customer service and financial 
functions of the company. Our national call center became 
operational last quarter and now provides customer service 
to about half of the total customer base for American 
Water Works. The scheduled completion date for that 
project is the end of 2002. Last month, the beginning of 

center that completes many of the financial functions of 
the company such as payroll, vendor reimbursement, 
accounting, and rate case preparation on a consolidated 
basis. That project will be completed by the end of this 
year. 

e 

e September, we began operations of our shared services 

e 

e 

e 

e 

e 

As noted during our discussion of increased revenues, rate 
increases provided a significant contribution to improved 
quarterly results. Four additional rate increase requests are 
pending, which if approved as filed, will produce 55 million 
in additional revenue. A $39 million request by our 
Pennsylvania subsidiary and a $13 million request by our 
Indiana subsidiary account for more than 95 percent of the 
outstanding requests. Decisions on these requests are 
anticipated in January 2002 for Pennsylvania and July 2002 
for Indiana. 

In a moment, 1'11 provide some updated information on the 
Citizens, Azurix North America, and RWE acquisitions. First 
I'd like to take a moment to provide additional details 
regarding our other growth projects. The addition of more 
than 40,000 customers to our regulated subsidiaries that was 
mentioned earlier during the revenue increase discussion 
resulted from the completion and integration of eight 
different acquisitions since September 30, 2000, and internal 
growth from projects to extend existing distribution systems. 
This type of growth will continue as consolidation of the 
water industry occurs. We also have 23 acquisitions in 
various states of completion other than the acquisition of 
the water and wastewater assets owned by Citizens. These 
acquisitions will add another 40,000-plus customers to our 
regulated customer base and approximately $6.5 million in 
additional annual revenue. 

An update on our contract management business. In September, 
we completed the acquisition of the remaining interests of 
our partnership in a joint venture with Environmental 
Management Corporation. The joint venture provided operating 
services for municipally owned water and wastewater systems 
in the Midwest under long-term contracts. Sole ownership of 
this joint venture continues to strengthen our credentials as 
an operator of water and wastewater systems. As discussed in 
the press release, we are moving forward with completion of 
the Citizens transaction and anticipate closing on that 
transaction prior to the end of this year. However, 
procedural delays due to appeals filed with the California 
Public utility Commission have delayed closing again at least 
until the end of this year. 

We continue to move forward in our acquisition with the 
Azurix North America and anticipate the closing of that 
transaction in November. As it relates to approvals for the 
RWE agreement, we've identified 14 states that we believe 
require approval. These states are Arizona, California, 
Connecticut, Illinois, Kentucky, Maryland, New Hampshire, New 
Jersey, New Mexico, New York, Ohio, Pennsylvania, Virginia 
and West Virginia. We also will need approval in Connecticut 
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e 

e 

Operator: 

e 

e 
Sean Dany: 

.E. Wolf: 

Dany: 

E+. Wolf: 

e 

e 

'3, Dany: 

Pperator: e 

aichael Herzog : 

e 

3. Wolf: 

and New Hampshire for our transaction with Kelda Group and 
our sale of the New England properties to that organization. 
In five other states, we will be filing advisory letters. 
These states are Hawaii, Iowa, Missouri, Tennessee, and 
Texas. 

That concludes my prepared remarks at this point. Operator, 
you can now open the call for any questions. 

Ladies and gentlemen, we will now begin the 
question-and-answer session. If you have a question, please 
press the one followed by the four on your telephone. You 
will hear a three-tone prompt acknowledging your request. If 
your question has been answered and you wish to withdraw your 
polling request, you may do so by pressing the one followed 
by the three. If you are using a speakerphone, please pick up 
the handset before entering your request. Once again, if you 
do have a question, please press the one followed by the four 
at this time. Once again if you do have a question, please 
press the one followed by the four. Sean Dany with Gruss 
Asset Management, please go ahead. 

Yes. Could you please give us a brief picture of what the 
response has been to the RWE transaction since you guys 
announced it - I mean from the states? 
We've not met with any of the states individually. I can talk 
to you about our shareholders who are very pleased with the 
transaction. In terms of the individual states, we'll be 
doing our filings over the next month or so. We'll have a 
better idea at that point. 

Are there any states which you expect to represent sort of 
the gating approval - that have longer approval processes 
than other states? 

There are some states--each state has a different timeframe 
in which they must rule or approve the transaction. Some 
states have absolutely no time limits and other states have a 
two-month period and some states have a year to look at the 
transaction. We've looked at all of those historically. There 
is not one that I would say could delay us beyond any others. 
California, as you know, we're heading into our second year 
with that approval and it did take close to two years to get 
that approval. That was a more complex transaction, the 
Citizens - at the time, it was combined with San Jose-was 
more complex that what we're dealing with here, which is a 
straight acquisition of the parent company. 

OK. Great. Thank you. 

The next question comes from Michael Herzog with Davidson 
Kempner. Please go ahead. 

Hi. Just building on that, could you give us a little bit 
more flavor for where you think the important filings are 
going to be required now? I understand that it is 14 states 
that we need filings in. Just an overview of how the process 
is going to go. 

I wish I could give you a cookie cutter answer for all of the 
states but there isn't one. Different states have different 
requirements. The way the process we're working on now is 

~~://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2DO000893750%2D01%2D5 ... 3/14/02 



that we'll file the applications starting in December. We 
will file in all 14 states, and then in terms of response to 
inquiries or questions that they have, we will do and respond 
to those as soon as we receive the individual comments from 
the staff and the Commission. 

, a. Herzog: Do we know, for instance, whether we definitely have to file 
with California? 

~ E- Wolf: Yes we do. 

S C  Herzog: We definitely do? 

e 
1. Wolf: Yes. 

M- Herzog: OK. 

:E, Wolf: 

e 

1. Herzog: 

3%- Wolf: 

H- Herzog: 

rator: 

ert Bakewell: 

e 

B ,  Wolf: 

Bakewell : 

Operator: 

*&cob Holm: 

'E- Wolf: 
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I 

J. Holm: 
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In the list of 14 states I mentioned, those are states we 
have to file in. California is one. New Jersey is another. 
Pennsylvania--if I look at our major states, it's 
Pennsylvania, New Jersey, West Virginia, Illinois, California 
of the larger states. 

OK, and the feedback to date? 

We've not had discussions with the Commissioners or the 
staff. We will do that as allowed to by the individual state 
rules when we file the applications. 

OK. Thank you 

The next question comes from Robert Miller Bakewell with 
Merrill Lynch. Please go ahead. 

Some more background to the 3 . 5  percent increase in O&M 
expenses per customer. To what extent do you see that as a 
run rate going forward? Or do you believe that with the 
accounting center being fully operational at the end of the 
year in the customer services area that there will actually 
be some reductions in the run rate going forward? 

I would expect that our run rate going forward would decrease 
starting towards the end of 2002 as we complete all of these 
consolidations. 

Thank you. 

If there are any additional questions, please press the one 
followed by the four at this time. The next question comes 
from Jakob Holm with Bay Isle Financial. Please go ahead. 

Good afternoon everyone. I was wondering with the 14 states 
where you must file for approval, if the approval process 
runs into rough water in any one of those, can RWE walk away 
from the transaction at this point? 

The transaction, if you--it is available for you to look at 
the agreement. It is filed with the SEC if you would like to 
do that. It has several. clauses dealing with materiality and 
material adverse effect. It is our intent as well as RWE's 
and Thames' to get this transaction completed, and that is 
the goal that we've set for ourselves. 

OK. Thank you 
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e 
Operator: The next question comes from Christian Correa with Lehman 

Brothers. Please go ahead. 

Christian Correa: Could you repeat the list of states in which you're required 
to file and the states in which you've made advisory filings. 

e*. Wolf: Did I read that too fast? 

C-Correa: It was pretty quick. 

E. Wolf: It is available. We will have it up for you to look at. Here 
it is: Arizona, California, Connecticut, Illinois, Kentucky, 

Ohio, Pennsylvania, Virginia, and West Virginia. Connecticut 
and New Hampshire. That is our interpretation at the moment. 
There are advisory letters that we are filing in Hawaii, 
Iowa, Missouri, Tennessee, and Texas. 

e Maryland, New Hampshire, New Jersey, New Mexico, New York, 

t. Correa: 

E. Wolf: 
e 

Operator: 

e 
E. Wolf: 

aOperator: 

e 

Great. Thank you. 

You're welcome. 

Once again, if you do have a question, please press the one 
followed by the four at this time. I am showing no additional 
questions. Please continue with your presentation or any 
closing comments. 

I'd like to thank each of you for joining us on our quarterly 
call. If you have any questions, feel free to direct them to 
myself or Jim Harrison. Thank you. 

Ladies and gentlemen, that does conclude your conference for 
today. A Post View replay of this conference will be 
available beginning today at 4:OO pm eastern and running 
through November 5th. To access the Post View replay you will 
need to dial 800/633-8284 and enter reservation number 
19805637. You may all disconnect. Thank you for 
participating. 

* * *  

American Water Works Company, Inc. (the lrCompanylr), RWE 
-Bctiengesellschaft, a company organized under the laws of the Federal Republic 
af Germany (9TGuarantor"), Thames Water Aqua Holdings GmbH, a company organized 

subsidiary of Guarantor (IlParentt1), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (IISubt1) have entered into 
an Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
&ich Sub will. be merged with and into the Company with the Company surviving 
the merger (the IIMergerl'). In connection with the Merger, the Company will be 
filing a proxy statement with the Securities and Exchange Commission (the 

e'SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
m N  IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
H i t h  the SEC in connection with the Merger at the SECIs web site at 
mw.sec.gov. Security holders of the Company may also obtain for free a copy 

the proxy statement and other documents filed with the SEC by the Company 
LQ connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at (856) 566-4026. 

.*mder the laws of the Federal Republic of Germany and a wholly owned 

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 
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.proxies from the Company's stockholders in favor of the Merger. These 
ciirectors include the following: Marilyn Ware, Gerald C. Smith, 5 .  James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 

Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
are Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 

ilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
eKelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5, 2001,  the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 2 1 . 9 %  of the outstanding shares of the Company's common stock 
and under 5 %  of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 

.statement when it becomes available. 
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Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 

and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
to obtain, or to meet conditions imposed for, regulatory approval of pending 

duration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 
governmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 
promotional efforts; existence of adverse publicity or litigation; changes in 

business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether a5 a result of new 
information, future events or otherwise. 

.Litigation Reform Act of 1 9 9 5 .  These forward looking statements involve known 

.acquisitions, weather conditions that tend to extremes of temperature or 

eusiness strategy or plans; quality of management; general economic and 

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product o f E D G A R  Online, Inc. 

.EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
ass of this infomJation. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
mly. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
anpress written consent o f  EDGAR Online, Inc. 

@Copyright 1995-2001 EDGAR Online, Inc. AI1 rights reserved. 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

Form 8-K 

CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): October 29, 2001 

0 
AMERICAN WATER WORKS COMPANY, INC. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(Exact Name of registrant specified in its charter) 

De 1 aware 0001-03437 51-0063696 
- - - - - - - - - - - - - - - - - -  - - - - - - _ _ _ _  

a 
(State or other Jurisdiction (Commission File Number) (I.R.S. Employer 
of Incorporation) Identification No.) 

1025 Laurel Oak Road, P.O. Box 1770 
Voorhees, NJ 08043 

- - - - -__-----___-________________________------  - - - - -  0 
(Address of principal executive offices) (Zip Code) 

Registrant's telephone number: (856) 346-8200 

Item 5. Other Events 

October 29, 2001, the Registrant issued a press release announcing earnings 
%I: the quarter ended September 30, 2001. The press release is attached as an 

*&nibit and incorporated by reference herein. 

ETEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL STATEMENTS AND EXHIBITS. 

0 (a) Not Applicable. 
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(b) Not Applicable. 

(c) Exhibits. 

The exhibit listed below and in the accompanying Exhibit Index is filed 
0 3 s  part of this Current Report on Form 8-K. 

1 EXHIBIT NO. TITLE 

~ 39.1 Press Release, dated as of October 29, 2001, of American 
Water Works. I. 

SIGNATURES 

0 Pursuant to the requirements of the Securities Exchange Act of 1934, 
;he Registrant has duly caused this report to be signed on its behalf by the 
mdersigned hereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. 
0 

0 

late: October 30, 2001 

By: / s /  W. Timothy Pohl 
_ - - - - - _ _ - - _ _ - - _ _ _ _ - _ - _ - - - _ - - - - - - _ -  
Name: W. Timothy Pohl 
Title: General Counsel and Secretary 

0 

EXHIBIT INDEX 

mibit No. Description 

99.1 Press Release, dated as of October 29, 2001, of American 
Water Works. 

Exhibit 99.1 

, KIORHEES, N.J., October 29, 2001 

1 Werican Water Works Company, Inc. Announces Earnings for the Third Quarter 

Page 2 of 7 

lmerican Water Works Company, Inc. (NYSE:AWK) today announced earnings 
ier share were 63 cents and net income to common stock was $62.6 million for 
:he quarter ended September 30, 2001 prior to one-time transactions. 

1 %is represents a 24% increase in earnings per share above the 51 cents per 1 o ~ : / / ~ . e d g a r - o n l i n e . ~ o ~ / a ~ ~ ~ e d g a r d n . ~ l ? d o ~ = A % 2 D 3  188 19%2D0000893750%2D01%2D5 ... 3/14/02 
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ashare reported for the third quarter last year. A ten-cents per share charge 
resulted from expenses incurred for the RWE/AG transaction announced September 
17, 2001 and a three-cent per share net gain was recorded for the sale of 
water assets serving the city of Salisbury, Massachusetts. 

Wfter these one-time transactions, per share earnings were 56 cents and net 
@income to common stock was $55.6 million. 

"Increased revenues from more than 40,000 new customers, authorized increases 
in rates charged for service, and modest weather pattern improvements were 
contributing factors to the improvement in results from on-going operations," 
said Ellen Wolf the company's chief financial officer. Cooler temperatures and 
frequent rainfall negatively impacted the company's revenues during the third 

@quarter last year. "Even though we did not return to historical sales levels 
in all states during the quarter, our geographical diversity helped to 
mitigate this year's weather impacts," added Ms. Wolf. 

Compared with revenues for the third quarter last year, revenues increased $31 
million, or 8.5 % to $395 million. 

Total operation and maintenance (O&M) expenses increased 8.1% compared to O&M 
a 
expenses for the third quarter last year. However, as a result of continued 
growth, per customer O&M expenses on a twelve-month basis were up only 3.5'1; 
from per customer expense levels one year ago. Operating margins for 
comparative twelve-month periods were unchanged. 

*Depreciation expense increased 12.4% as a result of capital investments that 
increased net utility plant more than $244 million. 

Approval of the company's purchase of the water and wastewater assets of 
Citizens Communication Company in California was received from the California 
Public Utilities Commission in September. The company now has approval from 

@state regulatory agencies in all six states covered by the purchase agreement 
and pending resolution of appeals from the California decision, anticipates 
completing that transaction by the end of this year. 

Closing on the acquisition of Azurix-North America is anticipated in November. 

The company stated that approval of the agreement with RWE/AG will be required 

states. It is anticipated that those filings will be made by the end of this 
year. 

.in fourteen states and filings of the agreement must be made in five other 

As announced earlier this month, a conference call with analysts regarding 
this earnings announcement will be available today on the company's website 

.(http://www.amwater.com) at 3:OO PM (EST). 

I Xith annual revenues of $1.4 billion, American Water Works Company, Inc. is 
the nation's largest publicly traded enterprise devoted exclusively to water 
and wastewater business opportunities. 

e 
For the three month, nine month and twelve month periods ended 

September 30, American Water Works Company, Inc., reports unaudited 
consolidated operating results as follows: 
(In thousands, except per share amounts) 

a 

Page 3 of 7 
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3perat ing 
revenues $ 394 ,956  

Page 4 of 7 

$ 1 ,018 ,293  
- - - - - - - _ _ _ _  

3perat ing 
expenses 
Operation and 
maintenance 1 6 6 , 8 9 0  

and 
amortization 46 ,819  
General taxes 33 ,049  

Depreciation 
1 5 4 , 4 0 0  478 ,189  453 ,028  

41 ,648  
31 ,942  

227 ,990  

- - - - _ _ _ _ _ _ _  

1 2 2 , 0 6 1  
96 ,610  

0 246 ,758  

3pera t ing 
income 

acquisition 
/AG 

136 ,135  361 ,999  346 ,594  

expense ( 9 , 8 6 0 )  
:sin from sale 
of operating 
system 4 ,820  
3ther income 
deductions) , 

4 , 8 2 0  

Xaacome before 
income taxes 
rncome taxes 

97 ,749  
41 ,972  

55 ,777  

- - _ - - - - _ _ _ _  

84 ,219  
33 ,488  

5 0 , 7 3 1  

- - - - _ _ _ _ _ _ _  

218,224 
89 ,605  

1 2 8 , 6 1 9  

- - - _ - - - - _ _ _  

203 , 932 
80 ,979  

122 ,953  

- - - - - - _ _ _ _ -  
Jet income 

aSvidends on 
preferred 
stock 2 ,988  

- - - - _ _ _ _ _ _ _  
k t  income to 
common stock 

Ither 
comprehensive 
income, net 

5 5 , 6 3 1  49 ,735  1 2 8 , 1 8 1  1 1 9 , 9 6 5  

( 1 3 , 2 8 5 )  ( 2 3 , 8 5 6 )  
- - - - - - - _ _ _ _  

( 4 7 , 0 6 2 )  
_ _ _ _ _ _ _ _ _ _ _  - - - - - - - - - - _  

3xnprehens ive 
income $ 42 ,346  

----__---__ _ _ - _ _ _ _ _ _ _ _  
0 

J e t  income to 

&e - t ime 
common stock $ 5 5 , 6 3 1  

kransactions, 
net of tax 6 ,930  

$ 49 ,735  $ 1 2 8 , 1 8 1  $ 1 1 9 , 9 6 5  

%et income to 
common stock - 
excluding one- 
time 
transactions 

0 
Bwerage shares 
of basic 
common stock 
outstanding 99,723 98 ,139  99 ,287  97 ,944 
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03asic and 
di Luted 
earnings per 
common share 
on average 
shares 
outstanding 

%sic and 
ai lu t ed 
earnings per 
common share 

shares 
outstanding 
excluding 
one - t i me 
transactions 

0 43n average 

0 
Xhe r 
information 
Water sales 
(billions of 
gallons) 

0 utility 
customers 
(as of 
September 30)  

0 

1 0 2 . 0  

2 ,624  

99 .5  

2 ,583  

2 6 0 . 7  2 5 8 . 0  

2 ,624  2 ,583  

Twelve months ended 
September 30 ,  

2 0 0 1  2000 
_ _ _ _ _ _ _ _ _ - - _ _ - - - - - - - - - - - - -  

_ _ - - - - - - _ - -  - - - - _ - _ _ _ _ _  

rating revenues $ 1 , 4 0 7 , 5 5 8  $ 1 , 3 2 9 , 1 8 1  
_ _ - - - - _ _ - _ _  - - - _ _ - _ _ - - -  

Berating expenses 
\Operation and maintenance 628 ,466  597,673 
Depreciation and amortization 180 ,075  161 ,852  
General taxes 127 ,434  1 2 6 , 0 3 7  

_ - - - _ - - _ _ _ _  _ - - _ _ _ _ _ _ _ _  
I 935,975 885 ,562  

' :WE/AG acquisition expense (9 ,860 )  
l -sin from sale of operating system 4 ,820  
' m e r  income (deductions), net (185 ,884)  ( 1 8 7 , 2 8 6 )  

1 Income before income taxes 280 ,659  256 ,333  
113 ,932  100 ,822  

166 ,727  1 5 5 , 5 1 1  kt income 
lividends on preferred stock 1 , 1 5 0  3 ,984  

0 
_ _ - - - - _ _ _ _ _  - - - - - - - _ _ - -  

rating income 471,583 4 4 3 , 6 1 9  

e - _ - - - - - - _ - -  - - - - - - - _ - _ -  

- _ - - - _ - - _ - -  - - _ _ _ _ _ _ - _ -  ~  come taxes 

_ _ L - _ _ - _ _ _ _  _ - - - _ - _ _ _ _ _  
Jet income to common stock 165,577 1 5 1 , 5 2 7  

0 

Xher comprehensive income, net (39 ,890)  ( 3 2 , 8 1 3 )  

Zmprehensive income $ 1 2 5 , 6 8 7  $ 1 1 8 , 7 1 4  
- _ - - - _ - - - - -  - - - - _ - _ _ _ _ _  

----_--_-_- --------_-- -_---_--_-- _ _ - _ - _ - _ _ _ _  
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e 
Net income to common stock 
he-time transactions, net of tax 

Het income to common stock - 
excluding one-time transactions 

e 
Average shares of basic 
common stock outstanding 

I Basic and diluted earnings per common 
share on average shares outstanding 

e 
Basic and diluted earnings per common 
share on average shares outstanding 
excluding one-time transactions 

e 
Other information 
water sales (billions of gallons) 

$ 1 6 5 , 5 7 7  
6 ,930  

_ _ _ _ _ _ _ _ _ _ _  

9 9 , 0 9 1  

3 4 4 . 7  
Utility customers (as of September 3 0 )  2 ,624  

e 

$ 151 ,527  

97  , 612 

3 4 3 . 0  
2 ,583  

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 

Vcertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 

judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
sonditions; and other factors described in filings of the Company with the 
SEC. The Company undertakes no obligation to publicly update or revise any 
forward looking statement, whether as a result of new information, future 
events or otherwise. 

availability, terms and development of capital; business abilities and 

I 

eontact : 
American Water Works Company, Inc 
James E. Harrison, 8 5 6 / 3 4 6 - 8 2 0 7  
Nancy A. Macenko, 8 5 6 / 5 6 6 - 4 0 2 6  

* * *  e 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

SCHEDULE 14A 

0 
Proxy Statement Pursuant to Section 14(a) of the 

Securities Exchange Act of 1934 

Filed by the Registrant [XI 
Filed by a Party other than the Registrant [ 1 
Check the appropriate box: 

0 [ 1 Preliminary Proxy Statement 
[ ] Definitive Proxy Statement 
[ ] Definitive Additional Materials 

[XI Soliciting Material Pursuant to Section 240.14a-12 

0 

------- 

Filing by: 

Payment of Filing Fee (Check the appropriate box): 
!XI No fee required. 
f I Fee 

1) 0 

2 )  

computed on table below per Exchange Act Rules 14a-6(i)(4) and 0-11. 

Title of each class of securities to which transaction applies: 

Aggregate number of securities to which transaction applies: 

3 )  Per unit price or other underlying value of transaction computed 
pursuant to Exchange Act Rule 0-11 (set forth the amount on which 
the filing fee is calculated and state how it was determined): 

I 4) 

5) 

Proposed maximum aggregate value of transaction: 

Total fee paid: 
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e 

e 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange Act 
Rule O-ll(a) ( 2 )  and identify the filing for which the offsetting fee was 
paid previously. Identify the previous filing by registration statement 
number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: 

2 )  Form, Schedule or Registration Statement No.: 

3 )  Filing Party: 

4)  Date Filed: 

1 

Vmrhees, N.J., October 29, 2001 

.Press Release 

-American Water works Company, Inc. Announces Earnings for the Third Quarter 
2001 

-American Water Works Company, Inc. (NYSE:AWK) today announced earnings 
per share were 63 cents and net income to common stock was $ 6 2 . 6  million for 

h e  quarter ended September 30,  2001 prior to one-time transactions. 

This represents a 2 4 %  increase in earnings per share above the 51 cents per 
share reported for the third quarter last year. A ten-cents per share charge 
resulted from expenses incurred for the RWE/AG transaction announced September 
17, 2001 and a three-cent per share net gain was recorded for the sale of 

.water assets serving the city of Salisbury, Massachusetts. 

After these one-time transactions, per share earnings were 5 6  cents and net 
hcome to common stock was $ 5 5 . 6  million. 

%. Increased revenues from more than 4 0 , 0 0 0  new customers, authorized increases 
in rates charged for service, and modest weather pattern improvements were 

contributing factors to the improvement in results from on-going operations, 
said Ellen Wolf the company's chief financial officer. Cooler temperatures and 
frequent rainfall negatively impacted the company's revenues during the third 
quarter last year. "Even though we did not return to historical sales levels 
in all states during the quarter, our geographical diversity helped to 
mitigate this year's weather impacts," added Ms. Wolf. 

Zompared with revenues for the third quarter last year, revenues increased $ 3 1  
nillion, or 8 . 5  % to $395 million. 

. 
Total operation and maintenance (O&M) expenses increased 8.1% compared to O&M 
expenses for the third quarter last year. However, as a result of continued 
growth, per customer O&M expenses on a twelve-month basis were up only 3 . 5  % 

comparative twelve-month periods were unchanged. 
~ erom per customer expense levels one year ago. Operating margins for 

Depreciation expense increased 12.4% as a result of capital investments that 
increased net utility plant more than $244 million. 

1 ~~Mp://www.edgar-online.com/autWedgardociDocMain.pl?doc=A%2D3 18819%2D0000893750%2D01%2D5. .. 3/14/02 
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Approval of the company's purchase of the water and wastewater assets of 
Citizens Communication Company in California was received from the California 
Public Utilities Commission in September. The company now has approval from 
state regulatory agencies in all six states covered by the purchase agreement 
and pending resolution of appeals from the California decision, anticipates 
completing that transaction by the end of this year. 

Closing on the acquisition of Azurix-North America is anticipated in November. 

e 

e 

The company stated that approval of the agreement with RWE/AG will be required 
in fourteen states and filings of the agreement must be made in five other 
states. It is anticipated that those filings will be made by the end of this 
year. 

As announced earlier this month, a conference call with analysts regarding 
this earnings announcement will be available today on the company's website 
ilhttp: //www. amwater. com) at 3 : 0 0  PM (EST) . 

2 

With annual revenues of $1 .4  billion, American Water Works Company, Inc. is 
the nation's largest publicly traded enterprise devoted exclusively to water 
and wastewater business opportunities. 

For the three month, nine month and twelve month periods ended September 30,  
American Water Works Company, Inc., reports unaudited consolidated operating 
results as follows: (In thousands, except per share amounts) 

e 

e 

Dpe r a t i ng 
revenues 

3perating 
expenses 
Operation and 
maintenance 
Depre c i a t ion 

e 

and 
amortization 
General taxes 

e 

1 6 6 , 8 9 0  

3pera t i ng 
income 1 4 8 , 1 9 8  

RWE/AG 
acquisition 
expense ( 9 , 8 6 0 )  
Zain from sale 
of operating 
system 4 ,820  
ather income 

1 5 4 , 4 0 0  478 ,189  453,028 

3 

136 ,135  361,999 

(9 ,860  

4 ,820  

346,594 
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0 ideductions) , 

net (45 ,409)  
- - - - - _ _ _ _ _ _  

Encome before 

(142 ,662)  
_ _ _ _ _ _ - - _ _ _  

income taxes 
Income taxes 

97 , 7 4 9  
41 ,972  

55 ,777  

- - - - _ _ _ _ _ _ _  

84 ,219  
33 ,488  

5 0 , 7 3 1  

_ _ _ _ _ _ _ _ _ _ _  
218 ,224 

89 ,605  

1 2 8 , 6 1 9  

_ - - _ _ _ _ _ _ _ _  

203 ,932  
80 ,979  

1 2 2 , 9 5 3  

- - - - - - _ _ _ _ _  
\;ret income 0 
Xvidends on 
preferred 
stock 2 ,988  

_ _ _ _ _ _ _ - - _ _  
G e t  income to 

0 common stock 
Xther 
comp r e hen s ive 
income, net 

5 5 , 6 3 1  49 ,735  1 2 8 , 1 8 1  1 1 9 , 9 6 5  

( 2 3 , 8 5 6 )  
_ _ _ _ _ _ _ _ _ _ _  ( 47 ,062)  

- - - - _ - _ _ _ _ _  
"Zmprehensive 

0 income 

%et income to 
common stock 
%e-time 
transactions, 

Ornet of tax 

$ 5 5 , 6 3 1  $ 49 ,735 $ 1 2 8 , 1 8 1  $ 1 1 9 , 9 6 5  

get income to 
COISUTIO~ stock - 
excluding one- 
time 

0 transactions 

&werage shares 
of basic 
common stock 
outstanding 

0 
99,723 98 ,139  

4 

99 ,287  9 7  , 944 

&sic and 
diluted 
earnings per 
common share 
on average 
shares 
outstanding 

Basic and 

earnings per 
common share 
on average 
shares 
outstanding 
exc 1 ud i ng 
one-time 
Eransactions 

*diluted 
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information 
Water sales 
(billions of 
gallons) 
Utility 

a customers (as of 
~ September 30)  

1 0 2 . 0  

2 , 6 2 4  

3perating revenues 

lperating expenses 
Qperation and maintenance 
Depreciation and amortization 
General taxes 

a 

a 
3perating income 
=/AG acquisition expense 
%in from sale of operating system 
Xher income (deductions), net 

a 

Encome before income taxes 
bvmcome taxes 

@ G e t  income 
3hidends on preferred stock 

&t income to common stock 
m e r  comprehensive income, net 

.Xmprehensive income 

&et income to common stock 
we-time transactions, net of tax 

G e t  income to common stock - 
excluding one-time transactions 

iwerage shares of basic 
common stock outstanding 

ausic and diluted earnings per common 
share on average shares outstanding 

3asic and diluted earnings per common 
share on average shares outstanding 
excluding one-time transactions a 

9 9 . 5  

2 , 5 8 3  

260 .7  2 5 8 . 0  

2 ,624  2 ,583  

Twelve months ended 
September 30, 

2 0 0 1  2000  

628 ,466  
180 ,075  
127,434 

935 ,975  

471 ,583  
(9 ,860 )  
4 ,820  

(185 ,884)  

5 

$ 1 6 5 , 5 7 7  
6 ,930  

9 9  , 0 9 1  

$ 1 . 7 4  

5 9 7 , 6 7 3  
1 6 1 , 8 5 2  
1 2 6 , 0 3 7  

8 8 5 , 5 6 2  

4 4 3 , 6 1 9  

- - _ _ _ _ _ _ _ _ _  

- - _ _ _ _ _ _ _ _ _  

( 1 8 7 , 2 8 6 )  
- _ _ _ _ _ _ _ _ _ _  

256 ,333  
100 ,822  

1 5 5 , 5 1 1  
3 ,984  

1 5 1 , 5 2 7  
( 3 2 , 8 1 3 )  

- - _ _ _ _ _ _ _ _ _  

- - _ _ _ _ _ _ _ _ _  

- _ _ _ _ _ _ _ _ _ _  
$ 1 1 8 , 7 1 4  
_ _ _ _ _ _ _ _ _ _ _  - - _ _ _ _ _ _ _ _ _  

97 ,612  

$ 1 . 5 5  - 
~://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D0000893750%2D01%2D5 ... 3/14/02 
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l o  

%her information 
Water sales (billions of gallons) 344 .7  3 4 3 . 0  
Utility customers (as of September 30) 2 , 624  2 , 5 8 3  

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
aqectations, intentions and adequacy of resources, are made pursuant to the 

, safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1 1995. These forward looking statements involve known and unknown risks, 
~ 6mcertainties and other factors that may cause the actual results, performance ' Br achievements of the Company to be materially different from any future 

results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
bwccess of pending applications €or rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 

availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
cxmpetition; success of operating initiatives, advertising and promotional 
ZEforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 

@,xmditions; and other factors described in filings of the Company with the 
.%C- The Company undertakes no obligation to publicly update or revise any 
Earward looking statement, whether as a result of new information, future 
.:vents or otherwise. 

.&eather conditions that tend to extremes of temperature or duration; 

0 

antact: 
American Water Works Company, Inc. 
James E. Harrison, 8 5 6 / 3 4 6 - 8 2 0 7  
Nancy A. Macenko, 8 5 6 / 5 6 6 - 4 0 2 6  

0 * * *  

American Water Works Company, Inc. (the "Company"), RWE 
@ctiengesellschaft, a company organized under the laws of the Federal Republic 
sf Germany ("Guarantor"), Thames Water Aqua Holdings GmbH, a company organized 
d e r  the laws of the Federal Republic of Germany and a wholly owned 

e=aabsidiary of Guarantor (ITParentlr), and Apollo Acquisition Company, a Delaware 
zorporation and a wholly owned subsidiary of Parent (IrSubrf) have entered into 
an Agreement and Plan of Merger, dated as of September 16 ,  2001, pursuant to 
aich Sub will be merged with and into the Company with the Company surviving 
*e merger (the "Mergerff). In connection with the Merger, the Company will be 
Lrling a proxy statement with the Securities and Exchange Commission (the 
'SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 

%?ZEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
CKZE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
dth the SEC in connection with the Merger at the SECIs web site at 
+ww.sec.gov. Security holders of the Company may also obtain for free a copy 
XE the proxy statement and other documents filed with the SEC by the Company 

@-EX connection with the Merger by contacting Nancy A. Macenko, Vice President 
Bcternal Affairs, at (856 )  5 6 6 - 4 0 2 6 .  

- 

Page 6 Of 7 

The Company and its subsidiaries and their respective directors and 
1 =xecutive officers may be deemed to be participants in the solicitation of 

xoxies from the Company's stockholders in favor of the Merger. These 
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*directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
re Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
thony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
ilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 

Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
@and James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 21.9% of the outstanding shares of the Company's common stock 
and under 5% of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

e 
6 

EDGARB is a federally registered trademark of the US. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
wproved by the US. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
case of this information. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
a l y .  You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent ofEDGAR Online, Inc. 

8 Copyright 1995-2001 EDGAR Online, Inc. A l l  rights reserved. 
e 

e 

e 

e 

0 
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e 

e 
RWE Acquisition 
Update #5 

October 24, 2001 

This is an update on the RWE/Thames acquisition f o r  Associates of American 
Water. Frequent updates will be distributed in the coming weeks via email. 

will then be archived, along with other materials, in the IIRWE 
cquisition Update" database on Lotus Notes. 

In this Update we continue to focus on our acquisition partner Thames 
Water - specifically where the company conducts business around the world, as 
well as in the United States. 

e This first map illustrates the companyls key operations worldwide. 
Hajor projects, which are designated by a red dot, include the largest 
privately financed water project in the world (Ismit, Turkey) and the largest 
concession in the world (Jakarta, Indonesia). 

In Chile, the Thames company ESSBIO is the second largest water 
ompany in the country. It serves Chile's second largest city, Concepcion, and 
ts surrounding region. GSSEL, another Thames business, is a fast growing 
"ater company located in Rancagua, just south of Santiago. 

Thames Water Global Presence 
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e 

Continued . . .  

0 

The Thames Water Operations in the United States 

This map shows the current service territory of American Water, 
operations in the US. In all, there are more than 900 Thames employees 
associated with seven businesses that, together, generate annual revenues of 

and the Thames 

@approximately $2 5 0 million. 
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* * 
e 

* 

di 

American Water Works Company, Inc. (the "Companyi1), RWE 
Uctiengesellschaft, a company organized under the laws of the Federal Republic 
xf Germany ("GuarantorT1), Thames Water Aqua Holdings GmbH, a company organized 
mder the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor (llParentll), and Apollo Acquisition Company, a Delaware 

exxporation and a wholly owned subsidiary of Parent (I'Subrl) have entered into 
111 Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
hich Sub will be merged with and into the Company with the Company surviving 
-he merger (the ltMergerll). In connection with the Merger, the Company will be 
Eiling a proxy statement with the Securities and Exchange Commission (the 
USECIT). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
'IJMEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 

.II?RE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
dth the SEC in connection with the Merger at the SEC's web site at 
m.sec.gov. Security holders of the Company may also obtain for free a copy 
3 f  the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 

Wternal Affairs, at (856) 566-4026. 

The Company and its subsidiaries and their respective directors and 
Secutive officers may be deemed to be participants in the solicitation of 
-Jroxies from the Company's stockholders in favor of the Merger. These 
lirectors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 

~ttp:llwww.sec.gov/Archives/edgar/datd3 188 19/000089375001500486/sch~14a.htm 3/14/02 
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.Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 

Hare Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
thony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 

#ilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 21.9% of the outstanding shares of the Company's common stock 
a d  under 5% of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 

*information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 

Litigation Reform Act of 1995. These forward looking statements involve known 
and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 

.to obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
duration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 
governmental regulations, particularly those affecting the environment and 
water quality; competition; success of operating initiatives, advertising and 

Qromotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 
update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

(pursuant to the safe harbor provisions of the U.S. Private Securities 

e 

0 
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4) Proposed maximum aggregate value of transaction: 

0 

5 )  Total fee paid: 

~ or-] 
1 1-1 Check box if any part of the fee is offset as provided by Exchange Act Rule 

O-ll(a) (2 )  and identify the filing for which the offsetting fee was paid 
previously. Identify the previous filing by registration statement number, 
or the form or schedule and the date of its filing. 

Fee paid previously with preliminary materials: 
, 

1) Amount previously paid: 

2 )  Form, Schedule or Registration Statement No.: 

0 

3) Filing Party: 

0 
4 )  Date Filed: 

[Logo1 
0 

RWE Acquisition Update #4 

rhis is an update on the RWE/Thames acquisition for Associates of American 
er. Frequent updates will be distributed in the coming weeks via email. 
y will then be archived, along with other materials, in the "RWE 

2cquisition Update" database on Lotus Notes. 

Frequently over the past few weeks, we've been asked about the 
ZnPture of Thames Water - how they go about doing their jobs and what's really 

remarked that the Thames people as "water people, just like us." The most 
wid examples of our similarity can be found in the operating principles 
mes has in place to guide them. See for yourself in these values and 

ortant to them. Time and again, members of the American Water team have 

ittributes from Thames Water. 

es Water Beliefs 

J Thames Water is more than just a water company. What we do makes a 

J Working in partnership with RWE gives us the opportunity to achieve our 
different to the quality of people's lives around the world. 
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e vision quicker 
$0 We need to think, feel and act like global leaders while providing 

o The way we do things is as important as what we do 
P We will be the water partner to the world 

locally tailored solutions 

~e 
j Thames Water Goals 

1 o 

~ 0 ' o We will set the standards against which others are measured 
~ 

We will be the number one or number two water services provider in every 
country in which we operate 
We will increase the added-value per customer wherever we operate 

We will be the fastest growing division of RWE 

Continued . . , . 

e 

Thames Water Strategic Priorities 

Q Accelerating growth 
Consistently outperforming expectations 
Getting more from our assets and capabilities 

i~ Contributing to our communities 
D Growing our people 

Tiahames Values 
a 
0 

e 
0 

.w 

0 

e 

3 

e 

Success 
o We exceed expectations 
o We enjoy what we do 
o We celebrate achievement 
o We learn from our mistakes 
o We believe in commercial success 

Responsiveness 
o We satisfy our customers 
o We encourage flexibility 
o We listen, think and act 

Professionalism 
o We are trustworthy and reliable 
o We deliver to high standards 
o We take responsibility 

Honesty and integrity 
o We encourage €rankness 
o We build trust in each other 
o We welcome views and respond openly 
o We are visible and approachable 

Respect for others 
o We value the abilities and opinions of others 
o We work constructively with all of our partners 
0 We are committed to working as a team 

Challenge and innovation 
o We aim to set the pace 
o We challenge the status quo 

Page 3 of 5 
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e o We think ahead, anticipate needs and find solutions 

* * * 

American Water Works Company, Inc. (the "Companyq1), RWE 
Aktiengesellschaft, a company organized under the laws of the Federal Republic 
sf Germany (l1GuarantorI1), Thames Water Aqua Holdings GmbH, a company organized 

, 'wader the laws of the Federal Republic of Germany and a wholly owned 
I subsidiary of Guarantor (llParentll), and Apollo Acquisition Company, a Delaware 
1 mrporation and a wholly owned subsidiary of Parent (''Sub") have entered into 

an Agreement and Plan of Merger, dated as of September 16,  2001,  pursuant to 
1 &ich Sub will be merged with and into the Company with the Company surviving 

&e merger (the "Merger"). In connection with the Merger, the Company will be 
1 offling a proxy statement 
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with the Securities and Exchange Commission (the I'SEC'I). SECURITY HOLDERS OF 

BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING THE MERGER. Investors and 
@security holders may obtain a free copy of the proxy statement when it becomes 

@mailable and other documents filed by the Company with the SEC in connection 
with the Merger at the SEC's web site at www.sec.gov. Security holders of the 
Gatupany may also obtain for free a copy of the proxy statement and other 

mntacting Nancy A .  Macenko, Vice President External Affairs, at (856) 

COMPANY ARE URGED TO READ THE PROXY STATEMENT WHEN IT BECOMES AVAILABLE 

uments filed with the SEC by the Company in connection with the Merger by 

566-4026. 
e 

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 
proxies from the Company's stockholders in favor of the Merger. These 
arectors include the following: Marilyn Ware, Gerald C, Smith, J. James Barr, 
EFeruzy G. Hager, Ross A. Webber, Frederick S.  Kirkpatrick, Paul W. Ware, Nancy 

Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
ony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
ins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 

e 

Ileher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
am? James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 2 1 . 9 %  of the outstanding shares of the Company's common stock 

under 5% of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 
Faformation regarding the interests of the participants by reading the proxy 
s-tement when it becomes available. 

Forward looking statements in this report, including, without 
elz~tation, statements relating to the Company's plans, strategies, 
abjectives, expectations, intentions and adequacy of resources, are made 
3P;arrsuant to the safe harbor provisions of the U.S. Private Securities 
Utigation Reform Act of 1 9 9 5 .  These forward looking statements involve known 
am5 unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
Earom any future results, performance or achievements expressed or implied by 

EoLlowing: the success of pending applications for rate increases, inability 
tirp obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
&ration; availability, terms and development of capital; business abilities 
zmd judgment of personnel; changes in, or the failure to comply with 

water quality; competition; success of operating initiatives, advertising and 
penmotional efforts; existence of adverse publicity or litigation; changes in 
U i n e s s  strategy or plans; quality of management; general economic and 
bwiness conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 

h c h  forward looking statements. These factors include, among others, the 

Fernmental regulations, particularly those affecting the environment and 
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rican Water Works Position Paper 
Significance of Consolidation and the Proposed RWE Acquisition 

zackground 

?eliable water service, which is essential to community health, safety and 
icanomic prosperity, requires: 

0 

o Access to massive amounts of new capital for investment 
o Unique professional and technical talent, and 
o Sophisticated regional planning, investment and operations for the 

long term. 
0 

aarge financial investments are constantly required to fund community 
kvelopment and to address environmental regulation, the demands of 
eehnology, and the need to upgrade and replace the aging infrastructure in 
mr communities. At the same time, customers are using less water. 

' ~ i  other words, the amount of investment for each customer has increased while 
&ater use by each customer is dropping. As a result, professional water 
>ystems must constantly look for ways to operate most cost effectively. 

0 

Page 2 of 5 

%e Trend Toward Consolidation 

'he United States has about 54,000 water systems which has resulted in a 
:ignificant amount of fragmentation. The large number of systems, most of 
ich serve fewer than 5,000 customers, makes the water utility industry ripe 
or consolidation. It's one of the most significant initiatives in the search 
-or cost efficiency and operational expertise. 

0 
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Consolidation creates size and stability that increases the capacity to 
attract capital at a lower cost. It also enhances regional planning and 
expands a company's capability to attract and retain professional and l 1 technical talent. , Consolidation and American Water Works 

At American Water Works, we have been able to enhance our ability to address 
water resource issues across the United States through a series of 
consolidations. This started with the coming together of more than 100 small 
water companies in the late 19th and early 20th centuries, and has continued 

aright up through today. We invest capital and combine resources to ensure 
reliable water services in 1,300 communities throughout 2 3  states. These 
actions have resulted in enhanced service to consumers at a lower cost than 
otherwise possible. 

Continued . . . 
@ 

2 

Continuing Consolidation 

American Water, a New Jersey-based company, owns water systems in states 

been achieved through consolidation, has not interfered with, disrupted, or 
otherwise compromised the regulation or control of the water resources in 
local communities. To the contrary, there is clear evidence that water system 
consolidation has enhanced essential long-term policy planning and 
implementation in the communities we serve. 

@stretching from New England to Hawaii. This cross-country reach, which has 

*The proposed acquisition of American water by RWE is the next logical step in 
our company's focus on consolidation. It is perfectly consistent with our 
financial and operational strategies that have proven the value of 
consolidation in the past. Once the transaction is complete, American Water 
will join with Thames Water, an RWE company that operates water and wastewater 
systems in London and in several other major markets worldwide. 

Our relationship with RWE/Thames will present enhanced access to capital at 
lower long-term costs than would be available to American Water independently. 
It will also significantly expand our access to technical and professional 
resources to address complex operational, environmental and engineering issues 
associated with delivering reliable water services. This will be accomplished 

e 

under the same local, regional and state regulatory oversight that is in place 
@today. 

Underpinnings of Agreement 

American Water carefully considered the acquisition proposal from RWE from 
three critical perspectives: 

o The investor 
o The customers and community 
o The employees of the company 

In each case we concluded that this transaction will enhance and improve what 
we do, and it will allow us to continue to deliver the essential public 

@service that water represents, at a lower cost than otherwise possible. 

* * *  

American Water Works Company, Inc. (the "Company") , RWE 
.Aktiengesellschaft, a company organized under the laws of the Federal Republic 
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@of Germany ("Guarantor"), Thames Water Aqua Holdings GmbH, a company organized 
under the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor ("Parentll), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (IISub") have entered into 
an Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
which Sub will be merged with and into the Company with the Company surviving 
the merger (the "Merger"). In connection with the Merger, the Company will be 

'ISEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
WHEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
with the SEC in connection with the Merger at the SECIs web site at 

0www.sec.gov. Security holders of the Company may also obtain for free a copy 
of the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at ( 8 5 6 )  5 6 6 - 4 0 2 6 .  

.filing a proxy statement with the Securities and Exchange Commission (the 

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 

.proxies from the Company's stockholders 

3 

in favor of the Merger. These directors include the following: Marilyn Ware, 
.Gerald C. Smith, J. James Barr, Henry G. Hager, Ross A. Webber, Frederick S. 
Kirkpatrick, Paul W. Ware, Nancy Ware Wainwright, Ray J. Groves, Elizabeth H. 
Gemmill, William S. White, Anthony P. Terracciano, William 0. Albertini, Rhoda 
W. Cobb and Horace Wilkins, Jr. and these officers include Joseph F. Hartnett, 
Jr., Daniel L. Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, 
Nancy A. Macenko and James E. Harrison. Collectively, a5 of March 5,  2001, the 
directors and executive officers of the Company may be deemed to beneficially 

.own approximately 21.9% of the outstanding shares of the Company's common 
stock and under 5 %  of the outstanding shares of the Company's Cumulative 
Preferred Stock, 5 %  Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
2bjectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1995. These forward looking statements involve known 
and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 

.from any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
following: the success of pending applications for rate increases, inability 
-0 obtain, or to meet conditions imposed for, regulatory approval of pending 

Auration; availability, terms and development of capital; business abilities 

governmental regulations, particularly those affecting the environment and 
dater quality; competition; success of operating initiatives, advertising and 
xomotional efforts; existence of adverse publicity or litigation; changes in 
xsiness strategy or plans; quality of management; general economic and 
susiness conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 

*he Company with the SEC. The Company undertakes no obligation to publicly 
ipdate or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

0 

' xquisitions, weather conditions that tend to extremes of temperature or 

e n d  judgment of personnel; changes in, or the failure to comply with 
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1) Amount previously paid: 
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3 )  Filing Party: 
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CLogoI 

October 8, 2001 

This is an updat 
0 

RWE Acquisition update #3 

on the RWE/Th 
ater. Frequent updates will be 

mes acquisition for Associates of American 
distributed in the coming weeks via email. 

They will then be archived, along with other materials, in the "RWE 
Acquisition Update" database on Lotus Notes. 

Last week, RWE President and Chief Executive Officer Dr. Dietmar 
'Kuhnt , and Chief Financial Officer Klaus Sturany visited the Voorhees 
beadquarters. During their short stay they met with members of the senior 
management team to talk about RWE's business, their perspectives on the 
proposed acquisition and on recent events in the US. Here is an excerpt of Dr. 
Kuhntls remarks: 

0 
On the transaction 

I can't tell you how excited I am for RWE and Thames Water to begin a 
partnership with American Water Works . . .  We are confident this partnership 
w i l l  create new growth opportunities for everyone who is connected to American 
Water Works. As part of RWE, our combined company will have greater access to 

throughout the United States and in the rest of North and South America, the 
region for which you - -  the American Water Works team - -  will be responsible 
once the transaction closes. 

'capital. This, in turn, will create new possibilities to enhance growth 

Beyond ensuring that the newly combined company has access to growth 

Page 2 of 5 
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'capital, its success will be determined by the degree to which American Water 
Works, Thames Water and RWE exchange operating and management best practices. 
For such a healthy exchange of ideas and know-how within our family of 
companies will be one of the most important ways we will set ourselves apart 
from the competition on a global and local scale. 

Although the close of the transaction is still far off, I'd like to 
'extend to you an early welcome to the RWE family of companies. We are fully 
aware of the heritage we will be inheriting from American Water Works, and are 
committed to maintaining the company's legacy as we continue to enable its 
growth, and together build the world leader in water. 

a 
Continued . . . 

.RWE Acquisition Update #3 - page 2 

R W ' s  Presence in the US 

RWE . . .  has a history of operating in the United States. In addition 
to Thames Water's E-Town's business, the RWE Group has a number of other 

Pittsburgh-based CONSOL Energy, a company that holds a leading position in the 
global coal market . .  .CONSOL is a multi-fuel provider and also operates mines 
in Pennsylvania, Ohio, Virginia, West Virginia, Kentucky, Illinois and Utah, 
and currently produces approximately 7% of the total annual output of the U.S. 
hard coal market. 

'subsidiaries and affiliations here. These include companies such as 

Other RWE businesses with major operations in the U.S. are the a 
construction companies Turner Corporation of Dallas and Kitchell Corporation 
of Phoenix, and Heidelberger, which is the market leader in the United States 
for web-fed offset presses. Heidelberger has substantial operations in the 
fJ .S- ,  principally in New Hampshire. 

' During the fiscal year just ended . . .  approximately 20% of the RWE 
Group's $57 billion in sales were generated in North America. North America 
accounts for about half of the sales we generate outside of Germany. 

On the events of September 11 

On behalf of the more than 170,000 employees of the RWE family ' 
Tmrldwide, let me take a moment to again express our profound sadness and 
tautrage regarding the terrorist attack on the United States that took place 
three weeks ago. Our prayers are with the victims of these shameful attacks, 
their families and the countless rescue workers and volunteers who have worked 
22 great peril in the hopes of saving even one life and helping to restore and 
rebuild New York and Washington. 

e 

Page 3 of 5 

It has been said by others, but it bears repeating here: All of us 
xound the world have been Americans throughout these past few weeks. And that 
rings true especially for RWE. For RWE and its affiliates employ more than 
16,500 people in the United States, or about 10% of the Group's entire work 
force. In light of our company's presence in the U.S., and our general 

%ave donated $2 million dollars to support the recovery efforts in New York 
and Washington. We are currently in contact with the honorable Daniel Coats, 
the US Ambassador to Germany on where the donation would best be served. 

e-smmitment to being a true part of the communities in which we operate, we 

* * *  
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American Water Works Company, Inc. (the 'ICompany"), RWE 
atiengesellschaft, a company organized under the laws of the Federal Republic 
of Germany (llGuarantor"), Thames Water Aqua Holdings GmbH, a company organized 

subsidiary of Guarantor ("Parent1'), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (I'Sub'') have entered into 
an Agreement and Plan of Merger, dated as of September 16 ,  2001,  pursuant to 
which Sub will be merged with and into the Company with the Company surviving 
the merger (the "Merger"). In connection with the Merger, the Company will be 

OUSEC''). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
EN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 

THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
with the SEC in connection with the Merger at the SECIs web site at 
m.sec.gov. Security holders of the Company may also obtain for free a copy 

&€ the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at (856 )  5 6 6 - 4 0 2 6 .  

.under the laws of the Federal Republic of Germany and a wholly owned 

.filing a proxy statement with the Securities and Exchange Commission (the 

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 

directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Benry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
%are Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
-Aathony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
Silkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 

h d  James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
ztpproximately 21.9% of the outstanding shares of the Company's common stock 
and under 5% of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5% Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 

.faroxies from the Company's stockholders in favor of the Merger. These 

.statement when it becomes available. 

Forward looking statements in this report, including, without 
limitation, statements relating to the Company's plans, strategies, 
Dbjectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
Litigation Reform Act of 1995. These forward looking statements involve known 

h d  unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
E s o m  any future results, performance or achievements expressed or implied by 
such forward looking statements. These factors include, among others, the 
Edlowing: the success of pending applications €or rate increases, inability 
zo obtain, or to meet conditions imposed for, regulatory approval of pending 

3mration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 
governmental regulations, particularly those affecting the environment and 
ater quality; competition; success of operating initiatives, advertising and 
?'romotional efforts; existence of adverse publicity or litigation; changes in 
ansiness strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
&e Company with the SEC. The Company undertakes no obligation to publicly 
@date or revise any forward looking statement, whether as a result of new 
iaformation, future events or otherwise. 

ecquisitions, weather conditions that tend to extremes of temperature or 
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1-1 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a) ( 2 )  and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 

' 0  statement number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: e 

3 )  Filing Party: 

@IThe following is a form of letter to be distributed by subsidiaries of 
-American Water Works to local political and community leaders.] 

w a r  [name], 

81 understand your constituents have some questions about recent news on the 
proposed acquisition of American Water Works - -  the parent company [name 
subsidiary] - -  by the German firm RWE. I'm pleased you've made us aware of 
Lkse questions and I welcome this opportunity to give you more information. 

Here are the facts: 

o On September 16, 2001 American Water Works agreed to be acquired by e 
l RWE AG, a diversified energy and water services company based in 
I Essen, Germany. 

l o Under the terms of the agreement, RWE will acquire all of American 
Water Works common stock for $46 per share in cash. i e  

0 Once the transaction is complete, American Water will join with 
Thames Water - an RWE company and one of the largest water suppliers i 

i in the world. 

& a t  does this mean for [subsidiary namel customers? [subsidiary namel will 
e E ' 1 1  be their water company. The people of [subsidiary namel will still be 
+&eir neighbors. The trucks that come down their street to look after their 
service will still say [subsidiary namel on the side, and they'll still send 

~ =kir water bills to the same [subsidiary name] office. 

Page 2 of 4 

3ant in the long run, our customers can expect to benefit from the economies 
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that typically come from joining together strong companies. Once the 
transaction is complete, this partnership will bring [subsidiary name] 
customers global experience in areas such as water quality, research and 
technology - as well as a world of new ideas on how to serve customers. That 
also means in the future, [subsidiary name] customers can expect rate 
increases that are likely to be lower than they would have otherwise been. 

There's one more important point I'd like to make. During these emotional 
times for our country, I know there has been some concern over the thought 
that a foreign company could control our water supplies. The fact is, the 
control of our water supplies has never been determined by who owns the water 
company's stock. Our water is controlled by various governmental organizations 

state environmental protection agencies. That's the way it's been and that's 
the way it's going to be - -  no matter who owns American Water Works. 

0 

*including the state public utility commissions, river basin authorities and 

Continued . . 

Page 3 of 4 

Besides, while RWE is headquartered in Germany, it's hardly new to this 
country. The company and its affiliates employ more than 16,500 people in the 
U.S. - roughly 10% of RWE's global workforce. They are part of a number of 
organizations including the Thames Water business in Westfield, NJ, and 

Pennsylvania, Ohio, Virginia, West Virginia, Kentucky, Illinois and Utah. 
Other RWE businesses in the US include Turner Construction Corporation of 
Dallas and Kitchell Corporation of Phoenix. 

@Pittsburgh-based Consol Energy - a multi-fuel provider that operates mines in 

I hope these facts about this proposed transaction will help you respond to 
~~ 

your-constituents. If I can be of further help to you or them, please let me 
know. 

Regards, 

* * * 
0 

American Water Works Company, Inc. (the 'lCompanyT1) , RWE 
atiengesellschaft, a company organized under the laws of the Federal Republic 
af Germany ("Guarantorv1), Thames Water Aqua Holdings GmbH, a company organized 
mder the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor ("ParentN), and Apollo Acquisition Company, a Delaware 
zorporation and a wholly owned subsidiary of Parent ("Sub") have entered into 

nlhich Sub will be merged with and into the Company with the Company surviving 
the merger (the "MergerT1). In connection with the Merger, the Company will be 

"SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
@-IEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 

statement when it becomes available and other documents filed by the Company 
nlith the SEC in connection with the Merger at the SEC's web site at 
~ ~ ~ . s e c . g o v .  Security holders of the Company may also obtain for free a copy 
J€ the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
sternal Affairs, at (856) 566-4026. 

'an Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 

, filing a proxy statement with the Securities and Exchange Commission (the 

.TTHE MERGER. Investors and security holders may obtain a free copy of the proxy 

0 
The Company and its subsidiaries and their respective directors and 

3xecutive officers may be deemed to be participants in the solicitation of 
Droxies from the Company's stockholders in favor of the Merger. These 
lirectors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
lenry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 

ttp://www.edgar-online.com/auth/edgardoc~ocMain.pl?do~~A%2D3 188 19%2D0000893750%2DO1%2D5 ... 3/14/02 
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Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
ilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5, 2001, the directors and 
executive officers of the Company may be deemed to beneficially own 

.approximately 2 1 . 9 %  of the outstanding shares of the Company's common stock 
;and under 5 %  of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5 %  Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

. 

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1395. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 

&esults, performance or achievements expressed or implied by such forward 
Booking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 

regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 

revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

dudgment of personnel; changes in, or the failure to comply with governmental 

&ith the SEC. The Company undertakes no obligation to publicly update or 

6 
EDGAR@ is a federally registered trademark of the U S .  Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
agrproved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc.  niakes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
w6e of this information. The infomiation ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
mly. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent of EDGAR Online, Inc. . 
D Cepyright 1995-2001 EDGAR Online, Inc. A l l  rights reserved. 
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4) Proposed maximum aggregate value of transaction: 

5) Total fee paid: 

[-] Fee paid previously with preliminary materials: 

[ ] Check box if any part of the fee is offset as provided by Exchange Act Rule 
- O-ll(a) (2) and identify the filing for which the offsetting fee was paid 

previously. Identify the previous filing by registration statement number, 
or the form or schedule and the date of its filing. 

1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: 0 

3 )  Filing Party: 

e 4 )  Date Filed: 

IThe following is an excerpt from Illinois-American & Iowa-American Water 
@Companies' internal newsletter dated Friday, September 28, 2001:l 

BEogol 

Jim Barr Holds Open Forum 

.American Water's Jim Barr, Ellen Wolf and Nancy Macenko were in Champaign 
Wednesday for a meeting with managers of Illinois-American, Iowa-American, 
Indiana-American and Missouri-American. 

Representing Illinois-American were: Terry Gloriod, Doug Mitchem, Fred 
Ruckman, Gary Mendenhall, Terry Mackin, Karen Cooper, David Baker, Kevin 

willen, Randy West, Mike Lawhon, Barry Suits and Connie Reese. 

Representing Iowa-American were Brock Earnhardt and Charlie Jones 

3s part of a "cascading" communications program, attendees are being asked to 
are and communicate their insights from the meeting to their associates. 

e Some highlights of Wednesday's meeting: 

o Barr, Wolf and Macenko were in Charleston, West Virginia on Tuesday and 
Hershey, PA on Thursday. They are in Haddon Heights, NJ, today to hold 
similar meetings with management associates. 

e Barr said American Water Works was not for sale. The company was not 
being marketed. He was first approached by RWE AG by phone in May when he 
was attending the annual Business Forum in Annapolis, MD. The first 
meeting between American Water and RWE AG was the Friday before Memorial 
Day (May 2 5 ) .  

~ ~~://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 18819%2D0000893750%2D01%2D5 ... 3/14/02 
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Barr and Wolf were in New York City on Sept. 10. They flew home that 
evening. Barr remembers looking at the World Trade Center as he left the 
city, not knowing the tragedy that would happen the next morning. 

Barr said there were three key factors that had to be answered before he 
would seriously consider discussing a sale: 1) The full value of the 
company; 2 )  A continued commitment to customers and communities served; 
3 )  A commitment to the people of American Water. 

Barr believes there will be four key factors that will be discussed 
intensely during the regulatory process: 1) Foreign ownership; 2) Premium 
recovery; 3) Communities involvement-customer service; 4 )  People - what 
happens to them? "I believe we can answer those concerns relatively 
easy," said Barr. "1 can assure you there will not be a rate increase 
associated with this acquisition." 

Barr said he and Voorhees staff would work hard to keep everyone informed 
during the approval and transition process. "No question should go 
unanswered," he said. He mentioned a newsletter would be sent to all 
associates. The first issue was received via e-mail Thursday. 

ILogo 1 

e RWE Acquisition Update #2 

October 2, 2001 

This is one in a series of updates on the RWE/Thames acquisition for 
Associates of American Water. Frequent updates will be distributed in the 

.coming weeks via email. They will then be archived, along with other 
materials, in the "RWE Acquisition Updategt database on Lotus Notes. 

.&swers to Frequently Asked Questions: 

.iJe've heard so many times over the years that the Company was not for sale. 
Xow could this be true in light of the agreement with RWE? 

The fact is, our Company has not been for sale. Even when representatives of 
RWE first approached us at the end of May 2001, we were not looking for a 
buyer. However, the officers and directors of the Company have an obligation 
to act in the best interests of our shareholders. RWE came to us with an 

the transaction to our shareholders. 
@ttractive of fer and our Board of Directors unanimously agreed to recommend 

If the initial contact was made in May, why did it take until September 16 to 
xrive at an agreement? 

%e Company insisted that three equally key elements be addressed before any 
agreement could be reached. First, the full value of the company had to be 
3cknowledged; second the contributions of American Water Associates and 
retirees had to be recognized and third, there had to be a continued 
zommitment to our customers and the communities we serve. Various aspects of 
those elements and other important terms, had to be thoroughly explored and 

setailed before an agreement could be reached. 

Page 3 of 5 

dhat are the most common questions that we have been asked about this 
:ransaction? 
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I The questions fall into four areas: Proposed foreign ownership; the recovery 
of the purchase price; commitment to the community and customer service; and 
staffing levels upon the completion of the transaction. In the coming days, as 
responses are developed, we will pass them along to you. 

Continued . . (. 

i W e n  will the offer be presented to shareholders? 

Before the shareholders can meet to vote on the transaction, a proxy statement 
and other related documents need to be prepared and distributed to all 
shareholders. The proxy statement will explain the terms of the merger 
agreement that the shareholders are being asked to approve. That process is 
expected to take several months to complete. That means the special meeting of 
m e  shareholders on the transaction will probably not be held until early 

e 

e2802. 

%hat if another company comes along with a better offer. Could we accept it? 

'The agreement permits the Board of Directors to accept a better agreement, as 

There would be a substantial fee payable by the company associated with such a 
decision, but it is permitted. 

apart of its fiduciary duties, anytime before the shareholder vote is taken. 

W i l l  the Unions continue to exist after the transaction closes? 

@Yes. The Unions and all collective bargaining agreements will be recognized 
and honored by RWE. 

Caace the transaction is complete, will my years of service be carried forward? 

@Yes, your years of service will continue unchanged. 

* * * b  

American Water Works Company, Inc. (the "Company"), RWE 
tiengesellschaft, a company organized under the laws of the Federal Republic 

d Germany ("Guarantor"), Thames Water Aqua Holdings GmbH, a company organized 
under the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor (ltParentll), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (I1Sub1I) have entered into 
an Agreement and Plan of Merger, dated as of September 16, 2001,  pursuant to 
which Sub will be merged with and into the Company with the Company surviving 

*he merger (the tlMergerlT). In connection with the Merger, the Company will be 
filing a proxy statement with the Securities and Exchange Commission (the 
"SEC"). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
MEEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
rEE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
with the SEC in connection with the Merger at the SEC's web site at 
@wtd.sec.gov. Security holders of the Company may also obtain for free a copy 
of the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
ternal Affairs, at ( 8 5 6 )  5 6 6 - 4 0 2 6 .  

Page 4 of 5 

~ 

The Company and its subsidiaries and their respective directors and 

mailto:wtd.sec.gov


EDGAR ONLINE SEC Filing 
.executive officers may be deemed to be participants in the solicitation of 

proxies from the Company's stockholders in favor of the Merger. These 
directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 
Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S .  White, 
Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5 ,  2001, the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 21.9% of the outstanding shares of the Company's common stock 
and under 5 %  of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5 %  Series. Stockholders of the Company may obtain additional 

.information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without 
elimitation, statements relating to the Company's plans, strategies, 
objectives, expectations, intentions and adequacy of resources, are made 
pursuant to the safe harbor provisions of the U.S. Private Securities 
bitigation Reform Act of 1995. These forward looking statements involve known 
and unknown risks, uncertainties and other factors that may cause the actual 
results, performance or achievements of the Company to be materially different 
from any future results, performance or achievements expressed or implied by 

following: the success o f  pending applications for rate increases, inability 
to obtain, or to meet conditions imposed for, regulatory approval of pending 
acquisitions, weather conditions that tend to extremes of temperature or 
duration; availability, terms and development of capital; business abilities 
and judgment of personnel; changes in, or the failure to comply with 

water quality; competition; success of operating initiatives, advertising and 
promotional efforts; existence of adverse publicity or litigation; changes in 
business strategy or plans; quality of management; general economic and 
business conditions; the ability to satisfy the conditions to closing set 
forth in the definitive agreement; and other factors described in filings of 
the Company with the SEC. The Company undertakes no obligation to publicly 

.update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. 

0 such forward looking statements. These factors include, among others, the 

*governmental regulations, particularly those affecting the environment and 

Page 5 of 5 

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Coniniission. EDGAR Online is a product ofEDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
me of this information. The information ("Infornlation") provided herein may be displayed and printed for your personal, non-commercial use 
wily. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent of EDGAR Online, Inc. 

B Copyright 1995-2001 EDGAR Online, Inc. A l l  rights reserved. 
0 

I 
:~/~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D0000893750%2D01%2D5 ... 3/14/02 



-7 
, * 

* 

* 

* 

* 

I) 

* 

* 

EDGAR ONLINE SEC Filing 

Home SEC Filings IPO Express Alerts  Register Help 
~~ ~ ______. ___ -. _ _ _  __._____ __ -~~ 

Form DEF 1 4 A  for AMERICAN WATER WORKS CO I N C  filed on Sep 18 2001 

Change Font Size: a I Medium I Larqe I Extra Large 

Click for F r a m e d  Vers ion 

UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

SCHEDULE 14A 

Proxy Statement Pursuant to Section 14(a) of the 
Securities Exchange Act of 1934 

Filed by the Registrant /X/ 
Filed by a Party other than the Registrant I-/ 
Check the appropriate box: 

/-/ Preliminary Proxy Statement 
/-/ Definitive Proxy Statement 
/-/ Definitive Additional Materials 
/X/ Soliciting Material Pursuant to Section 240.14a-12 

Filing by: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(Name of Person(s) Filing Proxy Statement, if other than the Registrant) 

Payment of Filing Fee (Check the appropriate box): 
/X/ No fee required. 
/-/ Fee computed on table below per Exchange Act Rules 14a-6(i)(4) and 0-11. 

1) Title of each class of securities to which transaction applies: 

2) Aggregate number of securities to which transaction applies: 

3) Per unit price or other underlying value of transaction computed 
pursuant to Exchange Act Rule 0-11 (set forth the amount on which 
the filing fee is calculated and state how it was determined): 



I EDGAR ONLINE SEC Filing , *  Page 2 of 11 

I 4) Proposed maximum aggregate value of transaction: 

I 5) Total fee paid: 

_ _ _ _ _ _ _ _ _ - _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

/-/ 

/-/ 

Fee paid previously with preliminary materials. 

Check box if any part of the fee is offset as provided by Exchange Act 
Rule O-ll(a) (2) and identify the filing for which the offsetting fee was 
paid previously. Identify the previous filing by registration statement 

* 
I I number, or the Form or Schedule and the date of its filing. 

1) Amount previously paid: , *  
2 )  Form, Schedule or Registration Statement No.: 

3) Filing Party: 

4) Date Filed: 

1) 

* 

Item 1: Analyst conference call, Monday, Sep 17, 2001. 

Operator: 

* 

I *  

AMERICAN WATER WORKS 

Moderator: Jim Harrison 
September 17, 2001 

2:OO p.m. EDT 

Ladies and gentlemen, thank you for standing by. Welcome to 
the American Water Works Company's Special Announcement 
conference call. At this time, all participants are in a 
listen-only mode. Later we will conduct a question and answer 
session. At that time if you have a question, you will need 
to press the one followed by the four on your telephone. As a 
reminder, this conference is being recorded Monday, September 
17, 2001. A Post View replay of this conference will be 
available at 2:OO Mountain Time on today, September 17, 
through 2:OO Mountain Time on September 25th. 

To access the Post View replay, you will dial 800 6 3 3  8284, 
and enter reservation number 19729996 followed by the "poundii 
sign. I would now like to turn the conference over to Mr. Jim 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D000089375.. . 3/14/02 (. 
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Harrison, Vice President of Investor Relations. Please go 
ahead. 

1) 

c 

* 

* 

* 

' *  

Jim Harrison: Good afternoon everyone and welcome to our conference call to 
discuss today's announcement of the execution of an agreement 
for the purchase of all the common stock of American Water 
Works by RWE AG. If anyone listening to this call did not 
receive a copy of the press release, in addition there is a 
copy at our website, but if you didn't receive a copy, you 
can call Kim Oliver at 480 614 3002. we'd also like to remind 
everyone that forward-looking statements made during this 
call are based on current information and expectations and 
are subject to risks and uncertainties that could cause 
actual results to differ. 

It is for that reason that we ask all participants and 
listeners to refer to the disclosure statement located in the 
lower portion of our press release that discusses some of the 
factors that may influence future financial results. With 
that, 1'11 turn the call over to Ellen Wolf, our Company's 
Chief Financial Officer. 

Ellen Wolf: Thank you Jim. I would first like to start this call, as we 
have all of the meetings held through this Company over the 
past week, with a moment of silence in recognition of the 
lives that were lost and the impact on the families and 
friends of those individuals throughout the United States. 

[A moment of Respectful Silence is observed]. 

Thank you for joining the call and thank you for the moment 
of silence. I do not have, for this call, a prepared script 
or text. I want to go through a few basic facts and then I am 
prepared to open up for any questions that you may have as 
relating to the transaction and the issues that I can clarify 
for you. 

L 

As you know, announced this morning, American Water has 
agreed to be purchased by RWE, for $46 per share. That amount 
represents a premium of 36.5% to the last 30 trading days 
prior to September loth, 2001 and an approximately 30% 
premium over--for our all-time closing price. What does that 
translate into, how you often look at deals in our industry? 
If you look at it in terms of a multiple of EBITDA, it is 12 
times our EBITDA for the year ended 2000, and 11.7 for our 
last 12 months. In terms of EBIT, again it is 16.4 times for 
our year ended 2000 and 16.2 for the last 12 months. In terms 
of a multiple of EPS, again it is 28 times for the year 2000 
and about 28.4 times for our last 12 months. And finally, as 
a multiple of book, it's approximately 2.7 times our book as 
of the end of 6-30-IO1. In all of these cases, we are at or 
above the average for similar transactions in this industry. 

Other items to note, of which I believe you would have a 
concern as it relates to this transaction, we will continue 
to pay our dividend out to our shareholders. In the 
agreement, we will be increasing that dividend at what we 
have in the past of about 4 cents per share. For those of you 
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* Operator: 

* 

Tom Hamlin: 

E. Wolf: 

T. Hamlin: 

* 

* 
E. Wolf: 

e 

T. Hamlin: 

* 
E. Wolf: 

8 
T. Hamlin: 

who would like to see the document itself, it has been filed 
today as part of our 8K filing with the SEC, and will be 
available for your review. 

In terms of regulatory approvals, we will be going to get 
our, before the FTC, the Hart Scott Rodino filing will be 
done. Then, in terms of the number of states requiring 
regulatory review, we believe that at least half of the 
states we are currently doing business in, will require that 
review. However, since this is the first time we've ever done 
this, we are reviewing all 22 states in which we are 
regulated to determine the appropriate review required in 
those states. 

That is the basis and I would now like to open up the lines 
for any questions that you have. 

Ladies and gentlemen, we will now begin the question and 
answer session. If you have a question, please press the one 
followed by the four on your telephone. You will hear a 
three-tone prompt acknowledging your request. If your 
question has been answered and you wish to withdraw your 
polling request, you may do so by pressing the one followed 
by the three. If you are on a speakerphone, please pick up 
your handset before entering your request. One moment, 
please, for the first question. 

Tom Hamlin, with First Union Securities, please go ahead. 

Good afternoon, Ellen. 

Good afternoon, Tom. 

On regulatory approval and the structure of the transaction, 
is the deal contingent on receiving all necessary state 
regulatory approvals? And, which teams will be going for 
those approvals? Will it be an American Water Works team? Or, 
will it be an RWE team? 

We will work side by side with RW3 in obtaining and actually 
through Thames Water, and obtaining the required regulatory 
reviews. We will both be in there together. That's because we 
are both equally committed to the transaction. I'm sorry, I 
forgot the first half, Tom. 

3 

In terms of impediments to closing the deal, does it require 
that you get all necessary--what is the regulatory clause, I 
guess, in the deal? 

Again, you're welcome to look at the agreement. But it 
requires approval in all of the material states that we do 
business in. I think some of those states are fairly obvious, 
Pennsylvania being one. Also, there's New Jersey, Illinois, 
the list does go on €or a little bit. Again, it's the 
material states that make a difference to this transaction. 

And is there a time limit? 
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E. Wolf: The agreement has two dates. One is an 18-month date. 
However, if the only thing left open at that 18 months is 
regulatory approval, the agreement automatically extends to 
24 months. And then there is another, I believe, 60 days if 
the only thing we're waiting for after the 24 months is the 
final order. It is at the option for both of us to extend it 
beyond that time, if we so choose. 

* 
T. Hamlin: OK, thank you 

Operator: Your next question comes from Debra Coy from Schwab Capital 
I, Markets. Please go ahead. 

DebraCoy : Thanks. Ellen, just to clarify that, is California a material 
state? 

* E. Wolf : At this point, it depends on whether Citizens goes forward or 
not. We're pushing to make sure Citizens does close, and at 
this point we're researching as to whether or not we will 
need regulatory approval in California. 

D. Coy: OK. And, what sort of breakup restrictions or fees--in prior 
merger agreement that youlve had, therels been an out for 
either party, in case of an adverse regulatory decision. Is 
that the case here as well? 

E. Wolf: There are a number of outs in the transaction. First and 
foremost is an out for a superior offer. Attached to that, 
however, is a 3 %  termination fee. So, if we should terminate 
the deal €or a superior offer, there is a 3 %  fee penalty. 

D. Coy: OK, 

E. Wolf: If we do not get material approval, then the deal itself 
would terminate, yes. 

D. Coy: But not for so-called adverse regulatory decisions, in other * words one that weren't an outright disapproval, but ones that 
were onerous? 

* 
E. Wolf: Yeah. Debra, this will be a legal interpretation, which I 

really would like to stay away from. There is a material 
adverse effect clause, and that individual state's material, 
if it is a significant decision, would have to be put in 
context of all of the decisions we get from the states and 
its impact on that material adverse clause. 

, D. Coy: OK. Material adverse in terms of the overall company, 
I think I understand. 

I *  E. Wolf: It's not a state by state [unintelligible]. 

4 

D. Coy: I understand. And then, just to clarify a couple of things on 
a go forward basis, you said that this, on an evaluation 
basis, is above average for similar transactions? RWE said 
this morning said that it was below average. ' *  

I E. Wolf: Yeah. I saw that. We will gladly supply the numbers that 
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we've used, but they did use it on an EBITDA multiple. I have 
the average for the industry at about equal to our last 12 
months. So, I don't have it the same as they do. 

D. Coy: Well, they obviously have different reasons for saying s o .  

E. Wolf: Yeah, obviously different goals. We're using the same basis 
that we have always used in comparing these transactions. 
They are somewhat new to the US industry, so they may be 
using different ones. 

D. Coy: OK, sure. And then also, in terms of understanding what the 
company's strategy going forward is, I understand that Jim is 
staying on to run the Americas for them. And they have spoken 
about their support for the management team. Can you say at 
this point, whether the AWK management team, in other words, 
you know, you and the other managers are planning to stay on, 
or have any sort of contracts? 

E. Wolf: We are all, in our hearts, planning to stay on. There have 
been no discussions with anyone, either from RWE or Thames, 
about that. But it is our goal to continue to be committed to 
this industry and the success of this company. 

D. Coy: But there are no contracts? 

E. Wolf: There are no contracts. 

D. Coy: OK, and then just one other thing to clarify; they have 
spoken of a 10% EBITDA growth target. That is certainly above 
your historic average. And in fact, most of your EBITDA, not 
most of, but the reason your EBITDA growth has been as high 
as it has been is more because of D&A growth, rather than 
EBIT growth, at least towards the 10% level. And what I'm 
trying to understand, I guess, is how you feel that this 
combination changes the strategy or the prospects of the 
company going forward? 

E. Wolf: Debra, first off, the 10% is their number and I'm not privy 
at this time as to how they derived that 10%. We can give you 
a contact eventually, at the company if you would like, at 
their company, to discuss it. Our strategy will not change, 
going forward. If anything, we believe it will become more 
aggressive and will make us a stronger player in the market. 
But, we will continue to do our acquisition and our 
acquisition strategy. 

We will continue to put emphasis on the O&M business and the 
unregulated. And, with this Thames does bring three product 
companies here in the US, which will also be added to our 
suite of services to be provided as a full-water resource 
manager. 

D. Coy: OK, so the Thames North America will be merged within AWK? 

E. Wolf: That's correct. 

D. COY: OK. All right, thank you. 
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Operator: Tim Winter, from AG Edwards, please go ahead 

Tim Winter: Good afternoon Ellen and Jim. Could you talk a little bit 
about the process that went through here? Did you talk to 
other potential bidders? Was this an auction? Did you contact 
them? Or did they contact you? 

E. Wolf: This was not an auction, and this was an unsolicited offer, 
which we received. I guess the first contact was probably 
last May. There have been discussions on and off throughout, 
but no, this was not an auction. As I said, this was an offer 
that came in, that was evaluated extremely carefully by our 
board, from several angles. And they felt comfortable that 
this was a very good offer for our shareholders. 

T. Winter: OK. So, did you talk to any other potential bidders? 

E. Wolf : No, Tim. We did not. 

T. Winter : OK, thank you. 

Operator: Stefan Mykytiuk, with Barron Capital, please go ahead. 

Stefan Mykytiuk: Yeah, good afternoon. Congratulations. I have just a quick 
question; I missed the first couple of minutes. But, what's 
the status of the California Commission, with respect to the 
Citizens deal? 

E. Wolf: 

S .  Mykytiuk: 

E. Wolf: 

S. Mykytiuk: 

E. Wolf: 

S. Mykytiuk: 

Operator: 

Jim Krekler: 

The commission had originally scheduled to hear the Citizens 
transaction--well, let me do two things. First, I don't know 
if you're aware that the ALJ has recommended to the 
commission approval of our transaction, in form and substance 
as we submitted it. That was on the agenda for the 6th of 
September. It was bumped to their next meeting, which is now 
September 20th, and it will be on that agenda. I cannot tell 
you whether or not it will be bumped to the next meeting. 
We'll just have to wait and see. We won't know that until the 
20th. 

OK, but you'll continue. AS you said, you're continuing to 
push, to try to get this done? 

That is correct. 

OK, and this RWE buying--agreeing doesn't throw any wrench in 
that plan? 

We do not think it should throw any wrench. The benefits to 
the ratepayer, the customer, are still exactly the same. 

OK, terrific. Thank you. 

Bill Hizar, from Edward Jones, please go ahead. 

Good afternoon. Actually, it's Jim Krekler with Bill in St. 
Louis. Jim and Ellen, congratulations. It's a great deal for 
shareholders. Particularly, we want to commend you on being 
able to announce it today. I'm sure you went through a lot of 
concern about how and when to announce it. We think this 
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shows a lot of confidence in the industry and confidence in 
the capital markets, certainly on a day like today. So, 
congratulations on that as well. 

I guess our question is this. I know we have a lot of 
individual investors that are interested in purchasing RWE, 
potentially, in the future. Is there any consideration on the 
part of that company to potentially list their shares on the 
New York Stock Exchange in the future? 

I would have to refer you to them for an answer to that 
question. I don't know, and that's really up to them to 
answer. I do want to go back to your statement at the 
beginning, to tell you it was a very difficult decision to 
make the announcement today. There was a lot of 
soul-searching and thought that went into it. But we also 
thought that it was a good time to tell the world that there 
is still belief in this US market. 

I'm sorry. Did you have another question? 

NO. Thanks, Ellen. 

Ladies and gentlemen, if there are any additional questions, 
please press the one followed by the four at this time. 

Once again, if there are any additional questions, please 
press the one followed by the four. 

Once again, if you do have any questions, please press the 
one followed by the four. 

Joe Coyle, from Edward Jones, please go ahead. 

Yeah, hi guys. I'm glad to hear the announcement. One 
question is, and I don't think we covered it, what kind of a 
timeline are we looking at getting this done? I know you 
mentioned 18 months. Is that kind of where you estimate how 
long this will take? 

We would like to think we could do it within a year, but we 
have given ourselves the 18 to 24 months, which is in the 
agreement. As I said, many of the states we're looking at, 
really for the first time, in terms of this type of 
acquisition. We've got a team that we'll have in place 
shortly, ready to go full force at getting approvals. 

OK. Thanks. 

Your next question comes from Ira Gorsky, from CIBC World 
Markets. Please go ahead. 

Hi. Do you expect any Canadian approvals required? 

No, we do not. 
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e 
I. Gorsky: OK, thank you. 

Operator: Linda Dewine, from Fitch Incorporated, please go ahead. 

7 * 
Linda Dewine: Hello. I have a quick question today. What I want to find 

out, beyond the financial market exchange that will occur 
here, what's the operational benefit for the American Water 
Companies? 

E. Wolf: Operationally, what we will have as well now is expertise. 
It is access to expertise and a different way of doing 
things, different processes. We'll be able to compare best 
practices, back and forth, to see what is better for our 
customer, our ratepayer. And also, like us, they have labs 
and knowledge and knowledge, expertise along those lines as 
well. 

* 

Thank you. 

Once again ladies and gentlemen, if you do have any 
questions, please press the one followed by the four. 

8 
L. Dewine: 

Operator : 

I, At this time, I'm showing no additional questions. Please 
continue with your presentation or any closing remarks that 
you may have. 

E. Wolf: OK. Once again, I would thank you all for joining us. If you 
have any additional questions, feel free to call, and get in 
contact with Jim Harrison, who will gladly answer them, or 
myself. Thank you. * 

* 

* 

Operator: A Post View replay of this conference will be available at 
2:OO Mountain Time today, September 17th, through 2 : O O  
Mountain Time on September 25th. To access the Post View 
replay, you will dial 800 633 8284, and enter reservation 
number 19729996, followed by the "pound" sign. 

Ladies and gentlemen, that does conclude your conference for 
today. You may all disconnect, and thank you for 
participating. 

* * *  

American Water Works Company, Inc. (the llCompanyll), RWE 
Aktiengesellschaft, a company organized under the laws of the Federal Republic 
of Germany (ilGuarantorll), Thames Water Aqua Holdings GmbH, a company organized 
under the laws of the Federal Republic of Germany and a wholly owned 
subsidiary of Guarantor ("Parent"), and Apollo Acquisition Company, a Delaware 
corporation and a wholly owned subsidiary of Parent (llSubll) have entered into 
an Agreement and Plan of Merger, dated as of September 16, 2001, pursuant to 
which Sub will be merged with and into the Company with the Company surviving 
the merger (the lUMergers1). In connection with the Merger, the Company will be 
filing a proxy statement with the Securities and Exchange Commission (the 
llSEC1l). SECURITY HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT 
WHEN IT BECOMES AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING 
THE MERGER. Investors and security holders may obtain a free copy of the proxy 
statement when it becomes available and other documents filed by the Company 
with the SEC in connection with the Merger at the SECIs web site at 

I, 

* 
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www.sec.gov. Security holders of the Company may also obtain for free a copy 
of the proxy statement and other documents filed with the SEC by the Company 
in connection with the Merger by contacting Nancy A. Macenko, Vice President 
External Affairs, at ( 8 5 6 )  5 6 6 - 4 0 2 6 .  

The Company and its subsidiaries and their respective directors and 
executive officers may be deemed to be participants in the solicitation of 
proxies from the Company's stockholders in favor of the Merger. These 
directors include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, Nancy 

8 

Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and Horace 
Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., Daniel L. 
Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, Nancy A. Macenko 
and James E. Harrison. Collectively, as of March 5,  2001,  the directors and 
executive officers of the Company may be deemed to beneficially own 
approximately 21.9% of the outstanding shares of the Company's common stock 
and under S% of the outstanding shares of the Company's Cumulative Preferred 
Stock, 5 %  Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 
statement when it becomes available. 

Forward looking statements in this report, including, without limitation, 
statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1 9 9 5 .  These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

9 

EDGAR@ is a federally registered trademark of the US. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
use of this information. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent o f  EDGAR Online, Inc.  
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Safe Harbor Statement under the Private Securities ZE~. 
Litigation Reform Act of 1995: 
This presentason conbins certain 'Yoward-looking statementS within the meaning of the US Private Securities Litigation Reform Act  of 
1985. Thejs stdements are based on managemeds current eTectations and are naturally subjed to uncerbinty and changes in 
circumstances. Actual results may  vary materially from the expectations contained herein. The forward-looking statements contained 
herein indude statements aboutthe future fnanua\  and opeiabng results, plans. strategies. objectives. expebations. intentions, adequacy 
of resources and other aspects of the business of RWE AG, Thames Water and American WaterWorks Company, Inc. and the benefits of 
the pending merger b e t m e n  RWE and Amencan Water W o k .  The following fadors. among others, could cause actual results to  differ 
materially from those described herein: risks and uncertainties relating to the success of pending applications for rate increases, changes 
in, or the failure to  comply with. laws or regulations. particularly those affecting the environment and water quality, changing governmental 
policies and regulatory actions with resped to allowed rates of return. industry and rate structure, acquisition. disposal, depreciation and 
amortization of assets and facilities. operation and construction of plant facilities, success of operating initiatives. general economic, 
political and business conditions. advertising and promotional efforts, eistence of adverse publicity. changes in . tax rates or policies or in 
rates of inflation or in accounting standards, Unanticipated delays or changes in costs for capital projects. unanticipated changes in 
operating expenses and capital expenditures. availability, terms and development of capital, competition for new development 
opportunities. changes in business strategy or plans, quality of management, legal and administrative proceedings (whether ciG1, such as 
environmental, or criminal) and settlements, t he  unpredidability of uueather,fai\ure to  obtain certain regulatory approvals, actions o f  the US, 
foreign and local governments, failure ofthe requisite number of American Water Wolksshareholdersto approve the proposed transaction, 
th.4 inability to successfully integrate the businesses of RWE and American Water W o k ,  the costs related b the merger, potential or 
actual litigation challenging the proposed transadion. and other economic, business, competitive andlor regulatory factors af fedng 
businesses generally. Readers are referred to  RWE's and American Water Wo# most recent reports filed with or furnished to the 
Securities and Exchange Commission. Neither RWE nor American Water Works is under any obligation to (and eqressly disclaims any 
such obligation to) update or alter its foward-looking statements whether as a result of new information. future events or otheiwise. 

In connection with the merger, Amencan Water W o k  will be filing a proxystatement with the US. Securities and Exchange Commission. 
Investors and security ho lde rs  are ured to read the p roxy  statewent r e g a d i n g  the proposed t ra rsd ion  h e n  it b e o m s  
w s l a t l e  b e a u s  it Mill conta in  important information. Investors and security holders may  obtain a free copy of the proxy statement 
when it becomes available and other documents filed or furnished by  American Water Works with the SEC a t  the SEC's web site at 
w . s e c . g o v .  The proxystatement and other documents filed or furnished by  American Water Works may  also be obtained for free by 
direding a requestto AmericanWater W o k  a t + l  (€#8)34682M. 

Investors may obtain a detailed list of names, affiliations and interests of participants in the solidtation of prohes of American Water W o k  
shareholders to  approve the merger at the fol lodng address: American Water Works Company, Inc.. 1125 Laurel Oak Road, P.O. Box 
177U.Voorhees. NJ 08043 USA. 

I)lttp://~~~.se~.gov/Archives/edgar/data/3 188 19/0000950 1570 1500546/dfanslides.htm 3/14/02 
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Thames Water - A Year of Success and 

Transformation 

Overview of American Water Works 
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* 
Transaction Terms and Highlights 

* 

One Croup, 
Nutti Utilities. 
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I 
Delivering Strategy and Creating Value 

Page 7 of 35 

‘ *  
Water is core to the RWE multi-utility strategy 

I The US water market - the world’s largest - presents excellent 
growth o p p o r t  un it i es 

water market 

~* 
American Water is the clear leader and premier company in the US 

* W Acquisition enhances RWE’s global footprint and positions us as the 
No. 1 US water company and a stronger No. 3 worldwide 

w Transaction will be value enhancing 
I) 

* 

~ http://www.sec.gov/r\rchives/edgar/data/3 1 88 19/00009501570 1500546/dfanslides.htm 3/14/02 
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Transaction Highlights 

Price per American Water common share: 

Total transaction value: 

Page 8 of 35 

$46.00 

$4.6 bn Equity 
$3.0 bn Debtrl, & Preferred Stock 

Premium to 30-day average price(? 

H Enterprise valueiLTM EBITDA: 

B PriceiLTM Earnings: 

$7.6 bn Enterprise value 

36 5% 

1 I .9x 

2 8 . 9 ~  

Target obtaining shareholder approval by end 2001 

Expect to close the transaction within 18 - 24 months 
(1) Net debt as of 30 June 2001, excluding pending acquisitions of Citizens and Azurix North America and 

(2) Based on the 30 trading days to 10 September 2001 
pending sale of water companies in 4 New England states 

I I ~http:/lwww.sec.gov/Archivesledgar/data/3 188 19/000095015701500546/dfanslides.htm 31 14/02 
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Financial Impact 

Page 9 of 35 

The deal meets all of RWE’s acquisition financial criteria 

rn IRR of approximately 7% after tax- above the cost of capital 

w EPS accretive in the first full year (pre-goodwill) 

ROCE will be in excess of the pretax water business WACC in 
the second full year of consdidation 

Jlttp://~~~.se~.gov/Archives/edgar/data/3 188 19/0000950 1570 1500546/dfanslides.htm 311 4/02 
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* Thames Water = A Year of Success 
and Transformation 

* 

* One Group. 
Mufti Utilities. 
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1) 

* 

I. 

* 

A Year of Success and Transformation 

Continued cost leadership in the UK 

N Significant achievements: 

a Welsh Water customer services contr t 

Page 11 of 35 

a Largest water project in Asia in 2001 - West Bangkok, Thailand 

Holding in h i t  increased to a majority stake 

a Zagreb sewage treatment BOT 

a Majority in ESSBIO (Chile) acquired 

a Presence in growing Chinese market expanded 

* 

http://www.sec.gov/Archives/edgar/data/3 188 19/000095015701500546/dfanslides.htm 3/14/02 
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~ Reaching New Customers 

60 
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Source: RWE 

43 
39 

Pre Thames Post Thames To day 
Water Water 

Acquisition Acquisition 

56 

Pro Forma for 
American 

Water 
Acquisition ''I 

(1) Including pending acquisitions of Citizens (1 million) and Azurix North America (2 million) 

1 

* 
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~0 

Water Business:  Successful Financial 
Performance 

I) 

1) 

* 

Significant contribution to the RWE Group core business(l1 on a 
12 month pro forma basis 

rn 24% of EBITDA 

rn 28% of operating result 

Source RWE 
(1) Excludes Hochtief, Heidelberger Druck, RWE-DEA downstream oil business and chemicals 

Jttp:~~ww~.~ec.gov/Archives/edgar/data/3 188 19/0000950 1570 1500546/dfanslide~.htm 311 4/02 



~ Overview of American Water 

Multi Utilities. 

1) 

1) 

* 

* 
1 

I *  
I 

I 

I 

I 

I 
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American Water at a Glance 

The largest and most geographically diverse water service provider 
in the US 

Presence in 23 States providing over 10 million people with water 
and wastewater services 

Actual Including Pendin 
Geographic 20M kquisitions(17 
Region [%I tw 
Mid-Atfanbc 40% 37% 

Midwest 38 96 37 46 
South 1596 13% 

West 596 11% 

New England 2% 2% 

Source. American Water Works 
(1) Pro forma for pending acquisrtion of Ctizens, excludes pending sales of 4 New England water businesses 

0 http://www.sec.gov/Archives/edgar/data/3 1 8 8 1 9/0000950 1 570 1 500546/dfanslides.htm 

I 

311 4/02 
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I Leading Market Positions 
I 

1,400 0 

300 

200 

100 

0 

Source: Company Form 10-Ks. Public W o k  Financing. March a301 
(1) No information available for Vivendi Environnement 
(2) Includes Citizens 

(4) Includes Azurix North America 
I) 91 lgm revenues 

1 

Jilttp:/~~~~.se~.gov/Archives/edgar/data/3 188 19/0000950 1570 1500546/dfanslide~.htm 3/ 14/02 
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klulL I* W m  Transition From a Regulated Water Business 
to a Full Service Water Resource Manager * 

* Water and wastewater 

e I I 
I 

* 

commercial and industrial 
customers 

Water and wastewater 
contract management 
services to municipalities, 
industrial and 
governmental customers 

I 
r 

Products and services to  
municipalities, industrial 
and residential customers 

~ http://www.sec.gov/Archives/edgar/data/3 188 19/000095015701500546/dfanslides.htm 3/14/02 
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* 

* 

Major Strengths 

w Unrivalled geographic and regulatory diversity in the US with a 
largely residential customer base 

Strong relationships with communities and regulators across 
service territories 

Strong platform for growth with 4 development areas 

External growth in the regulated business (strategic and 
consolidating acquisitions) 

Incremental growth in the regulated business (expansion 
of rate base) 

New growth through the unregulated O&M business (total 
water management) 

m Offer new products and services to existing customers 

* 

~ http://www.sec.gov/Archives/edgar/data/3 188 19/000095015701500546/dfanslides.htm 
1 

3/14/02 

http://www.sec.gov/Archives/edgar/data/3


Page 19 of 35 

m LYE 
C W  ‘krJp Successful US Water Market Consolidator h1UlC L:,lmn 

Tuck-in Acquisitions 

Major Acquisitions 

500 B- 1995 -Pennsylvania Gas &Water 409 

1999 - National Enterprises Inc. 700 2,000 

Pending - Citizens Water Resources 835 1,000 

Pending - Azurix North America 142 2,000 

’ 17 Source. American Water Works, SEC Filings 
(1) Based on number of customers multiplied by 4 

3/14/02 1 ~http://www.sec.gov/Archives/edgar/data/3 188 19/00009501570 1500546/dfanslide~.htrn 
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I *  I 

I 

* 

* 

American ater's Summary Financia 

6.2% 

EBITQA NA 502 545 571 622 634 7.4%[2' 

6.2"rd [' 

6.3% 

Source: American Water Works Form 10-K, net of extraordinary gains and losses 
(1) Figures are restated to reflect merger wth NE1 
(2) EBITDA & EBlT CAGRs are for 1997 to 2000 

($0.1 3 per share) in 1999 and $0.4m in 1998 
(3) EPS based on average shares outstanding, excluding one-time affer tax merger cost of $1 2.9m I 

1 ~http://www.sec.gov/Archives/edgar/data/3 188 19/000095015701500546/dfanslides.htm 3/ 14/02 
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l Surging Forward 
* 

* One Croup. 
Multi Utilities. 

* 
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Accelerating Growth 

Premier US water company with long-term expansion potential 

w Strong American Water management team will lead development 
of our Americas water business 

H Will leverage local regulatory experience and operational 
expertise 

H Excellent cultural and operational fit with Thames Water 

RWE provides American Water with strong balance sheet and 
access to capital to pursue growth opportunities 

Core water business 

Strong acquisition pipeline 

H O&M 

Page 22 of 35 
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The Core Water Opportunity 

* 
I 

* 

* 

* 

* 

Stable regulatory fundamentals - rate of return regulation 

Consistent long term growth of regulatory asset base: 11% p.a. 
over the last 10 years 

Exchange of world-wide best practice operational skills to 
enhance returns 

Signiflcant scope for profitable investment 

H Growing population 

Rising environmental and water quality standards 

w Ageing infrastructure 

Source: American Water Works 

~http://www.sec.gov/Archivesledgar/data/3 I88 19/0000950 1570 1500546/dfanslides.htm 31 14102 
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Strong Acquisition Pipeline 

Overall US market remains highly fragmented and “local” 

H Privatisation and consolidation are long term trends 

Over 54,000 Community Water Systems 

85% of the water systems serve 3,300 or fewer clients 

H Between 1998 and 2000 American Water successfully completed 
55 acquisitions 

Large “footprint” deals 

Small “consolidating” acquisitions 

H RWE is supportive of  American Water’s growth strategy 

3/14/02 1 &tp:/~www.~ec.gov/Archives/edgar/data/3 188 19/0000950 15701 500546/dfanslides.htm 
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The O&M Market Opportunity is Huge 

Page 25 of 35 

H Municipal OBM market estimated to be $1 billion, growing at 
16% p.a. 

w American Water is well positioned to participate in the municipal 
market and has recently agreed to acquire Azurix North America 

Together, American Water (including Azurix North America) 
and Thames Water will be No. 4 in the municipal O&M 
market with a 10% market share 

Significant opportunity to grow this market position 

Complementary skills (e.9. Thames Water’s big city 

National coverage (e.g. military bases, multi-site customers) 

Wastewater outsourcing market remains an opportunity 
1 We expect the O&M business and other non-regulated activities 

to contribute up to 20% of American Water’s revenue by 2005 

her it age) 

Source: Public Works Financing, March 2001 

*~1ttp://www.sec.gov/Archives/edgar/data/3 188 19/0000950 1570 1500546/dfanslides.htm 3/14/02 
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Lrc if34 
‘ tU i t  : 1 *it-$ American Water’s Management will run Thames 

Water’s Integrated Water Business in the Americas * 

* 

* I 
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* 
Financials, Structure and Process 

* 

* One Croup. 
Nulti Utilities. 
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r7-p . l ? * P  
hllltt -- Ilnc: Financial Impact: Creating Shareholder Value 

Transaction will be value enhancing in the second year of 
consolidation (ROCE 

IRR of approximately 7% post tax, in excess of Group and Water 
WACC 

Acquisition of American Water is EPS accretive on a pre- 
goodwill basis in the first full year 

We expect American Water's EBITDA to grow by 10% p.a. 
through 2005 (excl. larger acquisitions) 

All cash deal 100% debt financed 

RWE's balance sheet efficiency further improved 

pre-tax water business WACC) 

http://www.sec.gov/Archives/edgar/data/3 1 88 19/0000950 1570 1500546/dfanslide~.htm 3/14/02 
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* 

* 

* 

Comparable Public Company Transactions 

18 x $&-I?)- 

Weighted average: 1 3 . 7 ~ ( ~ )  

I [I) Based on LTM results 
(2) Excludes American Water Works I RWE 

(4) Does not include pending acquistions of Ctlzens and Azurix North Arnerrca or sale of 4 New England water businesses 
(3) Terminated 27 - 

http://www.sec.gov/Archives/eLgar/data/ a 910 309501 5701500546/dfanslide~.htrn 3/14/02 
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* 

* 

Structure 

Transaction will be implemented through a one-step merger 

Conditional on obtaining 

American Water shareholder approval (expected by end 

All necessary regulatory approvals 

2001) 

Shareholders representing 24% of American Water common 
shares have entered into binding agreements to support the 
merger 

Arrangements in place to 

Jointly obtain regulatory approvals 
Ensure smooth transition 

Page 30 of 35 
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I 
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I Surging Forward 

(1) Excludes Hochtief, Heidelberger Dtuck and RWE-DEA downstream oil business and chemicals 

* 

~* 

~ 
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* 
Backup Charts 

* 

* One Croup. 
Multi Utilities, 

e 

* 
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~~~ 

The US Water Market: Highly Fragmented 
Structure with Strong Consolidation Trends * 

e 

* 

* 

* 
Source. American Water Works 

* 

* 
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O&M: Strong Growth Expected 
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jus 

UK 23 >5 

France 23 *5 

Rest of Europe 5-10 >5 

Asia > 10 5-1 0 

Rest of World > 10 5-10 

Source Public Works Financing, March 2001 

+1ttp:/~www.sec.gov/Archives/edgar/data/3 188 19/000095015701500546/dfanslides.htm 311 4/02 
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I m WE 
crr Q S J P  I I Pending Acquisitions & Divestitures h W t  iPIi11p.1 

* 

* 

9 

* 
Source: SEC Filings 
(1) FY 2000 
(2) Public infornation not available 
(3) Includes all operations in Massachusetts, Connecticut, New Hampshire and certain businesses in New York 

~* 
I 

I 

I 
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PRESS RELEASE [RWE Logo] 
RWE 
One Group 
Multi Utilities 

RWE ANNOUNCES THE ACQUISITION OF AMERICAN WATER WORKS 

o THAMES WATER, RWE'S WATER BUSINESS, TO GAIN LEADING POSITION IN THE US 
WATER MARKET 

o TRANSACTION TO STRENGTHEN POSITION OF GLOBAL WATER BUSINESS, PROVIDING 
GREATER BALANCE TO RWE'S CORE UTILITY PORTFOLIO 

Essen, September 17, 2001 

Essen-based RWE AG (DAX: RWE) has agreed to acquire all the outstanding 
ordinary shares of the US water services company American Water Works Company, 
Inc., based in Voorhees, New Jersey. RWE will pay $46.00 in cash per American 
Water share, or a 36.5% premium to the average closing price of American Water 
shares over the 30 trading days ended 10 September 2001. The proposed 
transaction has a total equity value of $4.6 billion, and an enterprise value 
of $7.6 billion including the assumption of approximately $3.0 billion in 
debt. 

American Water Works Company, Inc. (NYSE: AWK) is the largest publicly traded 
water services company in the United States. Currently operating in 23 states, 
the company generated revenues of $1.4 billion in 2000. It has approximately 
5,000 employees. 

Upon completion of the transaction, American Water will be combined with the 
US operations of Thames Water, RWE's London-based international water services 
business. American Water will manage the joint operations in North and South 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D000095015. .. 3/14/02 
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America. American Water's CEO, J. James Barr, will report directly to Bill 
Alexander, CEO of Thames Water. 

Commenting on the announcement, Dr. Dietmar Kuhnt, President and CEO of RWE, 
said, "We are extremely pleased to have reached this agreement with American 
Water, the largest and most geographically diversified water services company 
in the US. In addition to providing us with a top 

RWE AG, Konzernkommunikation, Opernplatz 1, 45128 Essen, PO Box 103061, 45030 
Essen 
Tel.: +49(0)201/12-1 51 20 or -1 50 95, Fax: +49(0)201/12-1 52 52 or 1 50 94; 
E-Mail: presse@rwe.com 

PRESS RELEASE [RWE Logo] 
RWE 
One Group 
Multi Utilities 

position in the US, the acquisition of American Water will further establish 
RWE as a global leader in the provision of water services. The development of 
RWE's world-class water business in turn will provide greater balance to our 
core utility portfolio and allow us to deliver enhanced growth and shareholder 
value. It 

Thames Water, the RWE Group water business, is the world's third largest water 
company. Thames Water entered the US water market in 2000 through the 
acquisition of Westfield, New Jersey-based E'Town Corporation. Upon completion 
of the American Water transaction, including two significant pending 
acquisitions by American Water, Thames Water will have a presence in more than 
44 countries on six continents, serving a population of approximately 56 
million people, up from 4 3  million today. 

Bill Alexander, CEO of Thames Water, said, ItAmerican Water provides RWE and 
Thames Water with a highly respected management team and a strong platform for 
developing our water business in North and South America, which are among the 
world's largest and fastest-growing markets. Together, we will strengthen our 
ability to serve the interests of our customers and employees. RWE and Thames 
Water, like American Water, are strongly committed to preserving the 
environment, participating in local activities, and otherwise adding value to 
the communities in which they operate.,' 

On behalf of the American Water's Board of Directors, Chairman Marilyn Ware 
commented that, I1Our Company's heritage and expertise are consistent with 
those of RWE and Thames Water. This transaction pairs us with strong 
international partners and positions us perfectly to continue the momentum 
we've created toward becoming the water resources manager of choice in the US1, 

American Water Works President and Chief Executive Officer J. James Barr 
described the transaction "a compelling combination of companies that will 
create a powerful new force in the world water market and deliver value for 
our customers, our shareholders, our associates, and the communities we serve. 
Over the years, through multiple consolidations, we have been able to enhance 
our ability to address water resource issues throughout the US. Joining forces 
with 

http://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D0000950 15.. . 3/14/02 
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PRESS RELEASE 

r) 

[RWE Logol 
RWE 
One Group 
Multi Utilities 

Thames Water and RWE is the next logical step in a growth strategy based on 
delivery of vital community services," Barr said. 

* 

* 

* 

Commenting on the tragic events of September llth, RWE's Dr. Kuhnt said, "The 
RWE family around the world mourns the loss of innocent life suffered in 
America last week. With more than 16,000 of our employees based in the United 
States, we share America's horror, grief and outrage. Rather than delay, we 
are making tylis announcement today because we believe it is more important 
than ever to show the world that we are investing in America. We believe in 
the courage and resiliency of its people and remain ever confident in its 
future. I' 

The transaction has been approved unanimously by the Board of Directors of 
American Water and the Management and Supervisory Boards of RWE. In addition, 
shareholders representing 24% of American Water shares have entered into 
binding agreements to support the merger. The transaction, which is subject to 
the approval of the majority of American Water's shareholders and utility 
regulatory commissions in many of the 22 states in which American Water 
conducts its regulated business, is targeted €or completion within 18 to 24 
months. The transaction is expected to be EPS accretive on a pre-goodwill 
basis in the first full year following completion. In addition, the return on 
capital employed in the second full year of consolidation is expected to be 
above the pre-tax cost of capital. 

A joint team will be formed immediately to ensure that all necessary approval 
requirements are fulfilled as efficiently as possible. 

Merrill Lynch and Morgan Stanley served as financial advisors to RWE and 
Goldman Sachs served as financial advisor to American Water. 

For further information on this transaction visit http://www.rwe.com. 

ABOUT RWE 

RWE is a leading international multi-utility company. Its core businesses are 
electricity, natural gas, water, waste management and utility-related 
services. In financial year 2 0 0 0 / 2 0 0 1 ,  the RWE 

PRESS RELEASE [RWE Logol 
RWE 
One Group 
Multi Utilities * 

I 

Group's 172,000 employees worldwide generated sales of approximately 
[Euro] 6 2  billion. The Group has 12 major operating subsidiaries. More 

I *  
http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D000095015 ... 3/14/02 
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information on RWE can be found at http://www.rwe.com. 

ABOUT THAMES WATER 

With more than 1 4 , 0 0 0  employees in 4 4  countries, Thames Water provides water 
and wastewater services to approximately 43 million customers, ranking it as 
the third-largest water company worldwide. The London-based company has led 
all of the international water services activities of the RWE Group since 
November 2000 .  In the UK, the company is the leading supplier of water and 
wastewater services. Thames Water also delivers water services to customers 
through international operations in North and South America, Asia-Pacific, 
Eastern Europe and the Mediterranean. In the United States, Thames Water 
operates Westfield, NJ based water company E'Town Corporation, which supplies 
fresh water to approximately 1 million people in New Jersey. More information 
on Thames Water can be found at http://www.thames-water.com. 

ABOUT AMERICAN WATER 

With annual revenues of $ 1 . 4  billion, American Water is the largest publicly 
traded water and wastewater enterprise in the United States. Its 5,000 
employees provide water, wastewater and other water resource management 
services to more than 10 million people in more than 1,300 communities 
throughout the US. More information on American Water can be found at 
http://www.amwater.com. 

Please direct inquiries to: Dieter Schweer, Vice President, RWE Group 
Corporate Communications 
Phone: +49 201 1 2 1  5120  

Bill McAndrews, Senior Manager, RWE Press 
Relations 
Phone: +49 2 0 1  1 2 1  5095  
Mobile: +49 1 7 7  5 5 1  5302 

Cathy Little, Media Relations Manager, 
Thames Water 
Phone: +44 1 1 8  9 5 9  33  64 
Mobile: +44 7747  64  1 0  3 8  

Nancy Macenko, Vice President External Affairs, 
American Water Works 
Phone: +1 8 5 6  5 6 6  4 0 2 6  

PRESS RELEASE [RWE Logo] 
RWE 
One Group 
Multi Utilities 

Investors and security holders are urged to read the proxy statement regarding 
the proposed transaction when it becomes available because it will contain 
important information. The proxy statement will be filed with the U.S. 
Securities and Exchange Commission by American Water Works and security 
holders may obtain a free copy of the proxy statement when it becomes 
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available and other documents filed or furnished by American Water with the 
SEC at the SEC's web site at www.sec.gov. The proxy statement and other 
documents filed or furnished by American Water Works may also be obtained for 
free by directing a request to American Water at +1 (856) 346 8200. 

Investors may obtain a detailed list of names, affiliations and interests of 
participants in the solicitation of proxies of American Water shareholders to 
approve the merger at the following address: American Water Works Company, 
Inc.; 1025 Laurel Oak Road; P.O. Box 1770; Voorhees, NJ 08043 USA. 

Caution Concerning Forwarding-Looking Statements: This press release contains 
certain "forward-looking statements" within the meaning of the U.S. Private 
Securities Litigation Reform Act of 1995. These statements are based on 
management's current expectations and are naturally subject to uncertainty and 
changes in circumstances. Actual results may vary materially from the 
expectations contained herein. The forward-looking statements contained herein 
include statements about the merger between RWE and American Water Works. The 
following factors, among others, could cause actual results to differ 
materially from those described herein: failure to obtain certain regulatory 
approvals; actions of the U.S., state and local governments; failure of the 
requisite number of American Water Works' shareholders to approve the proposed 
transaction; the inability to successfully integrate the businesses of RWE and 
American Water; the costs related to the merger; the inability to achieve 
cost-cutting synergies resulting from the merger; changing consumer or 
marketplace trends; the general economic environment; potential or actual 
litigation challenging the proposed transaction; and other economic, business, 
competitive and/or regulatory factors affecting businesses generally. More 
detailed information about those factors is set forth in filings made by 
American Water Works with the SEC. Neither RWE nor American Water Works is 
under any obligation to (and expressly disclaims any such obligation to) 
update or alter its forward-looking statements whether as a result of new 
information, future events or otherwise. 

NOTICE IN ACCORDANCE WITH SEC. 15 OF THE SECURITIES TRADING ACT OF 
RWE AG, ESSEN 

- THE SENDER IS SOLELY RESPONSIBLE FOR THE CONTENTS OF THIS NOTICE - 

Essen, September 17, 2001 
RWE AG ANNOUNCES ACQUISITION OF AMERICAN WATER WORKS COMPANY, INC. 

Essen-based RWE AG has agreed to acquire all the outstanding ordinary 
shares of the US water service company American Water Works Company, Inc., 
based in Voorhees/New Jersey. RWE will offer $46 in cash per American Water 
Works Company share, or a premium of 36.5% on the average closing share 
price over the 30 trading days ended September 10, 2001. The proposed 
transaction has a total equity value of $4.6 billion. Including the 
assumption of approx. $3.0 billion in debt this results in an enterprise 
value of $7.6 billion for the transaction. 

* 

r) 

American Water Works is the largest US water service company listed on the 
New York Stock Exchange. The company operates in 23 states. In the last 12 
months, American Water Works' 5,000 employees generated $1.4 billion in 
sales and EBITDA amounting to $634 million. The transaction value is thus 
11.9 times EBITDA, which is lower than the average multiple for comparable 
US water transactions. In the second year of consolidation, the return on 

* 
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capital employed will exceed the costs of capital. RWE's earnings per share 
before goodwill amortization will rise as early as the first year. 

Upon completion of the transaction, American Water Works will be combined with 
the US operations of Thames Water, RWEIs London-based international water 
service business and will manage the joint operations in the North and 
South America. American Water Works CEO, Jim Barr, will report directly to 
Bill Alexander, CEO of Thames Water. 

The transaction has been approved by the Supervisory Board of RWE AG and 
the Board of American Water works. In addition, shareholders representing 
2 4 %  of Apollo shares are in support of the transaction. It is still subject 
to approval from the majority of American Water Works' shareholders and 
clearance from the antitrust authorities. The individual state regulatory 
commissions are targeted for completion within 1 8  to 2 4  months. 

Explanatory text 

This transaction will enable RWE to further strengthen its worldwide water 
business, the core division overseen by Thames Water. With the acquisition 
of American Water Works, the number of customers served in 4 4  countries on 
all six continents would rise from 43 million to approximately 56 million. 
This includes the acquisitions of Citizens Water Resources and Azurix North 
America initiated by American Water Works. American Water Works provides a 
strong platform for the further development of RWEIs water business in 
North and South America. The acquisition of American Water Works makes RWE 
and Thames Water the leaders in the US, the world's largest and fastest 
growing water market. 

EDGAR@ is a federally registered trademark of the US. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or  
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc.  

EDGAR Online, Inc. niakes no claims concerning the validity of the information provided by EDGAR Online and will not be held liable for any 
use of this information. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent of EDCAR Online, Inc. 

0 Copyright 1995-2001 EDGAR Online, Inc. All rights reserved. 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

SCHEDULE 14A 

Proxy Statement Pursuant to Section 14(a) of the 
Securities Exchange Act of 1934 

Filed by the Registrant [XI 
Filed by a Party other than the Registrant [ 1 
Check the appropriate box: 
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it was determined) : 

4 )  Proposed maximum aggregate value of transaction: 

5 )  Total fee paid: 
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[ ] Fee paid previously with preliminary materials. 

1 ] Check box if any part of the fee is offset as provided by Exchange 
Act Rule O-ll(a)(2) and identify the filing for which the offsetting 
fee was paid previously. Identify the previous filing by registration 
statement number, or the Form or schedule and the date of its filing. 

1) Amount previously paid: 

2) Form, Schedule or Registration Statement No.: 

1) 

4 )  Date Filed: 

Item 1: Press Release dated as of September 17, 2001 

Immediate Release 
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* 
American Water Works to be Acquired by RWE in $4.6 Billion Cash Transaction; 

Compelling Combination of Companies to Produce Powerful New Force 
in World Water Marketplace 

* 

r) 

* 

Voorhees, NJ - -  (September 17, 2001) - American Water Works Company, Inc. 
(NYSE: AWK), the largest publicly traded water services company in the United 
States, and RWE AG, a leading international provider of electricity, gas, 
water and wastewater management services, today announced that they have 
entered into a definitive agreement under which RWE will purchase all the 
outstanding shares of American Water at a price of US$46 per share in cash. 

RWE's all-cash proposal represents a premium of 36.5% to the average 
closing price of American Water shares over the 30 trading days ended 
September 10, 2001, and a 2 9 . 5 %  premium above the all-time high closing price 
of $35.52. The proposed transaction has a total value of approximately USs7.6 
billion, including the assumption of approximately USs3.0 billion in debt 
American Water had outstanding as of June 30, 2001. 

Upon completion of the transaction, American Water will be combined 
with the U.S. operations of Thames Water, RWE's London-based international 
water services business. American Water will manage the joint operations in 
North and South America. American Water's CEO, Jim Barr, will report directly 
to Bill Alexander, CEO of Tharnes Water. 

Continued . . . 

* 

* 

The transaction is expected to take more than a year to complete, 
following approval by American Water's shareholders and appropriate state 
regulatory agencies. It is expected to have no effect on the Company's 
previously announced plans to acquire Azurix North America as well as the 
water and wastewater assets of Citizens Communications, or to sell its 
Salisbury, MA operations and divest its New England operations to Aquarion. 

Commenting on the transaction, Dr. Dietmar Kuhnt, President and Chief 
Executive Officer of RWE, stated: "We are extremely pleased to have reached 
this agreement with American Water Works, the largest and most geographically 
diversified water services company in the US. In addition to providing us with 
a top position in the U.S., the acquisition of American Water will further 
establish RWE as a global leader in the provision of water services. The 
development of RWE's world-class water business, in turn, will provide greater 
balance to our core utility portfolio and allow us  to deliver enhanced growth 
and shareholder value.'I 

Bill Alexander, Chief Executive Officer of Thames Water, said, 
llAmerican Water provides RWE and Thames Water with a highly respected 
management team and a strong platform for developing our water business in 

ab http://~~~.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%2D000089375 ... 3/14/02 
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North, Central and South America, which are among the world's largest and 
fastest-growing markets. Together, we will strengthen our ability to serve the 
interests of our customers and employees. RWE and Thames, like American Water, 
are strongly committed to preserving the environment, participating in local 
activities, and otherwise adding value to the communities in which we 
operate. 

On behalf of the American Water Works Board of Directors, Chairman 
Marilyn Ware commented that, "our professional heritage and expertise are 
consistent with those of RWE and Thames Water. This transaction pairs us with 
strong international partners and positions us perfectly to continue the 
momentum we've created toward becoming the water resources manager of choice 
in the U.S." 

American Water Works President and Chief Executive Officer J. James 
Barr, who will lead the integrated water services operations for the Americas, 
described the transaction "a compelling combination of companies that will 
create a powerful new force in the world water market and deliver value for 
our customers, our shareholders, our associates, and the communities we serve. 

Continued , 

2 

Over the years, through multiple consolidations, we have been able to enhance 
our ability to address water resource issues throughout the U . S .  Joining 
forces with Thames Water and RWE is the next logical step in a growth strategy 
based on the delivery of vital community services," Barr said. 

Commenting on the tragic events of September llth, RWE's Dr. Kuhnt 
said, "The RWE family around the world mourns the loss of innocent life 
suffered in America last week. With more than 16,000 of our employees based in 
the United States, we share America's horror, grief and outrage. Rather than 
delay, we are making this announcement today because we believe it is more 
important than ever to show the world that we are investing in America. We 
believe in the courage and resiliency of its people and remain ever confident 
in its future." 

Merrill Lynch and Morgan Stanley served as financial advisors to RWE 
and Goldman Sachs & Co. served as financial advisor to American Water. 

About RWE 

RWE is a leading international multi-utility company. Its core businesses are 
electricity, natural gas, water, waste management and services. In financial 
year 2000/2001, the RWE Group's 172,000 employees worldwide generated sales of 
approximately US$57 billion. The Group has 12 major operating subsidiaries. 
More information on RWE can be found at www.RWE.com. 

About Thames Water 

With more than 14,000 employees in 44 countries, Thames Water provides water 
and wastewater services to approximately 4 3  million customers, ranking it as 
the third-largest water company worldwide. The London-based company has led 
all of the international water services activities of the RWE Group since 

http://www.edgar-online.com/auth/edgardoc/DocMa~n.pl?doc=A%2D3 188 19%2D000089375. .. 311 4/02 
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judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
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November 2000. In the UK, the company is the leading supplier of water and 
wastewater services. Thames Water also delivers water services to customers 
through international operations in North and South America, Asia-Pacific, 
Eastern Europe and the Mediterranean. In the United States, Thames Water 
operates Westfield, NJ based water company E-Town Corporation, which supplies 
fresh water to approximately 1 million people in New Jersey. More information 
on Thames Water can be found at www.thames-water.com. 

Continued . . , 

3 

About American Water Works 

With annual revenues of $1.4 billion, American Water Works Company is the 
nation's largest publicly traded enterprise devoted exclusively to the water 
and wastewater business. Its 5,000 associates provide water, wastewater and 
other water resource management services to more than 10 million people in 
1,300 communities throughout the U.S. More information can be found on the Web 
at www.amwater.com and a conference call with analysts about this annoucement 
will be available on that website at 2:OO p.m. (EDT) today. 

Editors please note: Summary fact sheet attached 

Investors and security holders are urged to read the proxy statement regarding 
the proposed transaction when it becomes available because it will contain 
important information. The proxy statement will be filed with the U.S. 
Securities and Exchange Commission by American Water Works and security 
holders may obtain a free copy of the proxy statement when it becomes 
available and other documents filed or furnished by American Water with the 
SEC at the SEC's web site at www.sec.gov. The proxy statement and other 
documents filed or furnished by American Water Works may also be obtained for 
free by directing a request to American Water at (856) 346-8200. 

e 

Investors may obtain a detailed list of names, affiliations and interests of 
participants in the solicitation of proxies of American Water shareholders to 
approve the merger at the following address: American Water Works Company, 
Inc; 1025 Laurel Oak Road; P.O. Box 1770; Voorhees, NJ 08043. 

* 
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strategy or plans; quality of management; general economic and business 

definitive agreement; and other factors described in filings of the Company 
with the S E C .  The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 

I conditions; the ability to satisfy the conditions to closing set forth in the 

' *  
I future events or otherwise. 

I Continued . . . ' *  

Fast [American 
Facts Water Works 

Company Logo1 

Headquarters Uoorhees, NJ 

CEO Jim Barr ' 

Businesses Water, wastewater 
services 

* 
Business 1,300 communities 
presence in 23 states 

* 
Market Nation's largest 

leadership publicly-traded 
position water services 

company 
* 

* 

4 

[Thames 
Water Logo] 

London, U.K. 

Bill Alexander 

Water, wastewater 
services, other 
water-related 
products and 
services 

United Kingdom, 
Australia, Chile, 
China, Indonesia, 
Malaysia, Puerto 
Rico, Thailand, 
Turkey, Eastern 
Europe, United 
States 

World's 3rd 
largest water 
services provider 

#1 supplier of 
water and 
wastewater 
services in the 
U . K .  and Germany 

[RWE L O ~ O I  

Essen, Germany 

Dietmar Kuhnt 

Primarily energy and 
utilities (electricity, gas, 
waste and recycling, water 
and wastewater services) 

Worldwide 

78th largest corporation 
on "Fortune Global 5 0 0 "  list 
(acquired Thames Water in 
November 2 0 0 0 ) 

Germany's 5th largest 
industrial corporation 

Electricity supplier: 
#1 in Germany 
#3 in Europe 

Gas supplier: 
#2 in Germany 
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Waste & recycling: 
#l in Germany 
#3 in Europe 

* 
Fast [American 
Facts Water Works 

Company Logo] 

[ Thames 
Water Logo1 

[RWE Logo] 

People served 10 million 43 million 

1 7 , 0 0 0  (800 in U.S.) 

n/a 

n/ a 

1 7 2 , 0 0 0  

I, 
Employees 5 , 0 0 0  

Market Cap $3.5  billion $ 2 1  billion 

Revenues $ 1 . 4  billion n/a $44 billion (fiscal 
year 2 0 0 0 )  * 
$1.1 billion Net income $ 1 5 7 . 4  million n/ a 

Shareholders 4 3 , 5 7 7  1 9 4 , 0 0 0  

Stock exchange New York n/ a Germany, 
Switzerland 

Common shares 9 9 . 6  million n/a 5 3 1  million 

Key Business Goals o Shareholder 
value 

o Customer 
service 

o Expansion 
o Technological 
superiority 

o Expansion 
o Customer service 
o Technological 
superiority 

o Shareholder value 
o Customer service 
o Expansion 
o Technological 
superiority 

8 

'I ,  Core commitments o Customers 
o Investors 
o Associates 
o Environment 
o Community 

o Customers 
o Investors 
o Employees 
o Environment 
o Community 

o Customers 
o Investors 
o Employees 
o Environment 
o Community 

American Water Works Contacts: 

Nancy A. Macenko 
Vice President External Affairs 
8 5 6 - 5 6 6 - 4 0 2 6  

James E. Harrison 
Vice President Investor Relations 
8 5 6 - 3 4 6 - 8 2 0 7  
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RWE Contacts: 

Dieter Schweer 
Vice President, RWE Group Corporate Communications 
+49 2 0 1  1 2 1  5 1 2 0  

Bill McAndrews, Senior Manager, RWE Press Relations 
+49 2 0 1  1 2 1  5 0 9 5  
+49 1 7 7  5 5 1  5 3 0 2  (mobile) 

# #  

Item 2 :  Shareholder Q&A 

American Water Works: RWE Acquisition 
Shareholder Q&A * 
When will I get my $46 per share? 

You will receive $ 4 6  per share shortly after the acquisition is complete 
expect it to take more than a year to close the transaction. 

When will shareholders get to vote on the agreement? 

* 

Page 8 of 15 

We 

A proxy statement and documents to be filed with the Securities and Exchange 
Commission (SEC) will be completed during the fourth quarter. At the time of 
the filing, a package of materials will be mailed to all shareholders of 
record. This package will contain a proxy card and instructions for  a mail-in, 
telephonic and internet vote, and will also set a date, time and place €or 
a shareholders' meeting. 

Will I still be able to exercise the provisions of the shareholder rights 
plan? 

Those rights applied in the event an acquisition of the company was attempted 
in a manner that excluded involvement of the company's Board of Directors in 
determining the company's value. This acquisition agreement was the result of 
negotiation and it has the approval of the Board of Directors. Therefore, we 
have provided that it will be excluded from the provisions of the shareholder 
rights plan that would result in the right to purchase additional shares. e 

l 

I What will happen to American Water Works stock if the transaction is not 
completed? 

First, both companies are firmly committed to completing this transaction. 
However, until the closing date, as well as in the event that the transaction 
is not completed, American Water Works stock will remain publicly traded. 

* 
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Can I still participate in the company's Dividend Reinvestment and Optional 
Stock Purchase plan? 

No. That plan was suspended when the agreement was executed. Optional payments 
received by September 17,  2 0 0 1  will be invested on that investment date. 
During the suspension of the plan, all cash dividends declared by the Company 
will be paid to plan participants and no further optional purchase payments 
will be accepted. 

Continued . . . 

Shareholder Q&A, page 2 

Do I have to accept the $46 per share if I disagree that is a fair price? 

No. Shareholders who vote against the adoption of the agreement and disagree 
with the per-share offer price may exercise their appraisal rights and seek a 
determination by the Delaware Court of Chancery as to the fair value of those 
shares. However, once having advised the company of their election to pursue 
this approach, the shareholder is entitled only to the per-share determination 
made by the court and is no longer entitled to the $46 per-share offer price. 

Will the company's outstanding preferred stock also be redeemed at closing, 
and if so, at what price? 

Before the transaction closes, the American Water Works 5 %  preferred stock 
issue will be redeemed €or $25 per share, and the American Water Works 5% 
preference stock issue will be redeemed €or $ 2 5 . 2 5  per share. Preferred stock 
of the company's subsidiaries will remain outstanding. 

Will American Water Works suspend dividend payments, conduct a stock split, or 
otherwise change historical practices regarding its distribution of earnings 
while this transaction is being completed? 

No. Provisions in the agreement allow the company to continue its past 
practices €or payment of dividends and to grow those payments up to four cents 
per year during the time period anticipated for completion of the transaction. 
The agreement also allows for a l'pro rata" stub period dividend, if the 
transaction does not close on a dividend record date. 

Can stock be purchased in either Thames Water or RWE? 

Common stock of Thames Water cannot be purchased since it is a subsidiary of 
RWE and is not publicly traded. Common stock of RWE is traded on European 
markets. 

Will shareholders be routinely advised about the status of the transaction and 
regulatory approval process? 

Yes. As a publicly traded company, American Water Works will continue to file 
financial statements and other documents required by the SEC and the New York 
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regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly update or 
revise any forward looking statement, whether as a result of new information, 
future events or otherwise. 

Item 3: Financial Analyst Q&A 

* American Water Works: RWE Acquisition 
Financial Analysts Q&A 

How is the transaction structured? 

American Water's common stock that is outstanding at the date of closing will 
be purchased for $46 per share. At June 30, 2001 the Company had 99,256,000 
shares outstanding. American Water Works preferred stock will be redeemed and 
RWE will assume American Water's outstanding debt at closing. As of June 30, 
2001, American Water Works had $2.9 billion in outstanding debt and preferred 
stock. That, combined with the value of common equity at $46 per share, 
results in an enterprise value for the transaction of $7.5 billion. 

Why did American Water agree to this transaction? 

r) 

I *  

Consolidation will define our future, as it has shaped our past. We have built 
the largest water company in the United States through a series of 
consolidations. These started with the coming together of more than 100 small 
water companies in the late 19th and early 20th centuries, and have continued 
right up through today, with our pending acquisitions of Azurix North America 
and the water and wastewater assets of Citizens Communications. 

As Jim Barr noted in the Company's annual report, the fundamental trend in our 
industry toward consolidation is unstoppable - in the United States and 
internationally. This is because it's essential to access the capital that 
ensures our consumers receive reliable service, at the most affordable rates, 
now and in the future. 

This is particularly important in a business like water services, which 
delivers a vital community service that is capital intensive, technologically 
demanding, and requires continual investment in a massive, aging and expanding 
infrastructure. 

I How do you believe this deal will change the US regulated water industry? 

Consolidation within the water industry is crucial regardless of whether the 
assets are owned by municipalities or private investors. American Water Works 
was built on that business model. American Water Works knows that regulated 
water service provides the best long-term alternative for customers and we 
will continue to pursue that business model. Thames Water is experienced in 

* 

IO  http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 1 88 19%2D000089375 ... 3/14/02 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3


EDGAR ONLINE SEC Filing r 
' *  I 

' *  

* 

* 

* 

Page 12 of 15 

providing service to a significant number of people through regulated 
businesses. Under their guidance, pursuit of business opportunities that 
advance industry consolidation will continue. At the same time, American Water 
Works' goal of expanding service under non-regulated agreements will be 
enhanced. 

Continued . . . 

Analysts Q&A page 2 

Why did you agree to RWE buy-out offer without putting the company on the 
auction block? 

American Water Works did not initiate the discussions for the acquisition. 
However, once it agreed to begin negotiations, the Company concentrated on 
achieving the best possible outcome for its investors, customers and the 
associates who built the organization. We believe the transaction we have 
announced accomplishes this objective. 

How long will it take to complete the transaction? 

In addition to shareholder approvals, we anticipate regulatory review in more 
than half of the states in which we operate, and estimate at least a year will 
be required to complete that process. 

What states will need to review this transaction? 

At the present time, a final determination is under review. 

Do you anticipate difficulties with the approval process in California? 

If approval is required in the state of California, we are confident the 
Public Utility Commission will recognize the benefit to ratepayers. 

Is there a termination date in the agreement? 

The agreement allows for termination after 18 months, unless the only 
remaining conditions are receipt of regulatory approvals, in which case it 
will be extended for an additional 6 months, plus 60 days if necessary to 
satisfy waiting periods. 

Where can I get a copy of the agreement? 

The agreement has been filed with the SEC and is available through EDGAR. 

Is there a termination fee in the agreement? 

Yes. The agreement calls for a 3 %  termination fee for both the buyer and I 

~ 
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seller under certain very well defined circumstances 

What are the multiples for this transaction? 

The per-share price represents a 35% premium above the latest closing share 
price of $34.12, and a 29% premium above the all-time high closing price of 
$35.60. The enterprise value of $7.5 billion represents a multiple of 12 times 
EBITDA, 16.4 times EBIT and 28 times EPS for the year 2000. The equity value, 
based upon the per-share offer price and the number of outstanding shares at 
June 30, 2001, represents a multiple of 2.7 times above the book value of that 
equity on that date. 

Continued . . 

Analysts Q&A page 3 

Will there be any impact on earnings between the date of the agreement to the 
date of closing? 

Transaction costs will be expensed as required by proper accounting and will 
impact earnings. However, provisions in the agreement allow American Water 
Works to continue paying a dividend and to grow that dividend as much as four 
cents per year. Therefore, shareholders will not be harmed by these charges to 
earnings. Other provisions in the agreement compensate American Water Works 
for these expenses if certain events occur and the transaction is not closed. 

Is there likelihood that this transaction will not be completed due to 
regulatory complications? 

While both companies are extremely committed to completion of this 
transaction, it is impossible to predict the outcome of any part of the 
approval process, and we will not speculate. 

Where can information be found about RWE or Thames? 

Both companies have Web sites, and RWE's common stock is publicly traded in 
Europe. On the Internet, their sites are www.rwe.com and www.thames-water.com. 

Will financial information continue to be available, conference calls 
conducted and questions answered by AWK while the merger transaction proceeds? 

As long as the common stock of American Water Works remains publicly traded, 
the company will comply with SEC and NYSE regulations regarding the filing of 
financial information. It will conduct conference calls regarding that 
information and respond to requests for information consistent with SEC and 
NYSE regulations as has been past practice. 

## 

Forward looking statements in this report, including, without limitation, 

http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3 188 19%21>000089375 ... 3/14/02 

http://www.rwe.com
http://www.thames-water.com
http://www.edgar-online.com/auth/edgardoc/DocMain.pl?doc=A%2D3


EDGAR ONLINE SEC Filing 
U 

Page 14 of 15 

statements relating to the Company's plans, strategies, objectives, 
expectations, intentions and adequacy of resources, are made pursuant to the 
safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 
1995. These forward looking statements involve known and unknown risks, 
uncertainties and other factors that may cause the actual results, performance 
or achievements of the Company to be materially different from any future 
results, performance or achievements expressed or implied by such forward 
looking statements. These factors include, among others, the following: the 
success of pending applications for rate increases, inability to obtain, or to 
meet conditions imposed for, regulatory approval of pending acquisitions, 
weather conditions that tend to extremes of temperature or duration; 
availability, terms and development of capital; business abilities and 
judgment of personnel; changes in, or the failure to comply with governmental 
regulations, particularly those affecting the environment and water quality; 
competition; success of operating initiatives, advertising and promotional 
efforts; existence of adverse publicity or litigation; changes in business 
strategy or plans; quality of management; general economic and business 
conditions; the ability to satisfy the conditions to closing set forth in the 
definitive agreement; and other factors described in filings of the Company 
with the SEC. The Company undertakes no obligation to publicly 

I, 

* 

I, 

update or revise any forward looking statement, whether as a result of new 
information, future events or otherwise. I) 

* * *  

American Water Works Company, Inc. (the flCompany'l), RWE Aktiengesellschaft, a 
company organized under the laws of the Federal Republic of Germany 
("Guarantor1'), Thames Water Aqua Holdings GmbH, a company organized under the 
laws of the Federal Republic of Germany and a wholly owned subsidiary of 
Guarantor (I1Parent"), and Apollo Acquisition Company, a Delaware corporation 
and a wholly owned subsidiary of Parent ("Sub1') have entered into an Agreement 
and Plan of Merger, dated as of September 16, 2001, pursuant to which Sub will 
be merged with and into the Company with the Company surviving the merger (the 
"Merger1'). In connection with the Merger, the Company will be filing a proxy 
statement with the Securities and Exchange Commission (the "SEC") . SECURITY 
HOLDERS OF THE COMPANY ARE URGED TO READ THE PROXY STATEMENT WHEN IT BECOMES 
AVAILABLE BECAUSE IT CONTAINS IMPORTANT INFORMATION REGARDING THE MERGER. 
Investors and security holders may obtain a free copy of the proxy statement 
when it becomes available and other documents filed by the Company with the 
SEC in connection with the Merger at the SEC1s web site at www.sec.gov. 
Security holders of the Company may also obtain for free a copy of the proxy 
statement and other documents filed with the SEC by the Company in connection 
with the Merger by contacting Nancy Macenko, Vice President External Affairs, 
at (856) 566-4026. 

The Company and its subsidiaries and their respective directors and executive 
officers may be deemed to be participants in the solicitation of proxies 
from the Company's stockholders in favor of the Merger. These directors 
include the following: Marilyn Ware, Gerald C. Smith, J. James Barr, 
Henry G. Hager, Ross A. Webber, Frederick S. Kirkpatrick, Paul W. Ware, 
Nancy Ware Wainwright, Ray J. Groves, Elizabeth H. Gemmill, William S. White, 
Anthony P. Terracciano, William 0. Albertini, Rhoda W. Cobb and 
Horace Wilkins, Jr. and these officers include Joseph F. Hartnett, Jr., 
Daniel L. Kelleher, W. Timothy Pohl, Robert D. Sievers, Ellen C. Wolf, 
Nancy A. Macenko and James E. Harrison. Collectively, as of March 5, 2001, the 
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directors and executive officers of the Company may be deemed to beneficially 
own approximately 21.9% of the outstanding shares of the Company's common 
stock and under 5% of the outstanding shares of the Company's Cumulative 
Preferred Stock, 5% Series. Stockholders of the Company may obtain additional 
information regarding the interests of the participants by reading the proxy 
statement when it becomes available. * 

SIGNATURE e 
Pursuant to the requirements of the Securities Exchange Act of 1934, 

the Registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

AMERICAN WATER WORKS COMPANY, INC. * 

Date: September 17, 2001 

* 

By: / s /  W. Timothy Pohl 
_ - - _ - - _ - - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: W. Timothy Pohl 
Title: General Counsel and 
Secretary 

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Commission (SEC). EDGAR Online is not affiliated with or 
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product of EDGAR Online, Inc. 

EDGAR Online, Inc. makes no claims concerning the validity of the informatioil provided by EDGAR Online and will not be held liable for any 
use of this information. The information ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent of EDGAR Online, Inc. 

1 0 Copyright 1995-2001 EDGAR Online, Inc. A l l  rights reserved. 
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.Explanation of Responses : 

(1) BY virtue of the Voting Agreement dated as of September 16, 2001, among 
Thames Water Aqua Holdings GmbH ("Parent1!) and the stockholders of American 
Water Works Company, Inc. that are parties thereto (the "Voting 
Agreement"), Parent may be deemed a beneficial owner pursuant to Section 
13 (d) of the Securities Exchange Act of 1934, as amended (the I1Act"), of 
the 24,186,876 shares of Common Stock subject to the Voting Agreement as of 
September 16, 2001. By virtue of Parent being a wholly-owned subsidiary of 
RWE Aktiengesellschaft ("RWEII), RWE may be deemed a beneficial owner 
pursuant to Section 13(d) of the Act of any shares Parent may be deemed to 
beneficially own. Pursuant to Rule 16a-l(a)(4) under the Act, RWE and 
Parent hereby state that this Initial Statement of Benefical Ownership of 
Securities on Form 3 shall not be deemed an admission that either RWE or 
Parent is, €or purposes of Section 16 of the Act or otherwise, the 
beneficial owner of any equity securities of American Water Works Company, 
Inc. Neither RWE nor Parent has any pecuniary interest in such shares of 
Common Stock. 

* 

* 

e** Intentional misstatements or omissions of facts constitute Federal Criminal Violations. 

See 18 U.S.C. 1001 and 15 U.S.C. 78ff(a) 

/ s /  Georg Muller 
- - - - - - _ _ - - _ _ _ _ _ _ _ _ - _ _ - - - - _ - - - - - - - - - - - - - - - - - -  
Tame: Georg Muller 
Title: General Counsel * 

**Signature of Reporting Person 

Vote: File three copies of this Form, one of which must be manually signed. 
If space is insufficient, see Instruction 6 for procedure. 

alotential persons who are to respond to the collection of information contained 
*n this form are not required to respond unless the form displays a currently 
Jalid OMB Number 

* 

()ritle of Security: 

Page 2 

JOINT FILER INFORMATION 

Common Stock, par value $1.25 per 
share 

Page 1 of 2 

' rssuer Name and Ticker Symbol: American Water works Company, Inc 
I (NYSE: AWK) 
, 
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~ @Designated Filer: 
I 

Date of Event Requiring Statement: 

' Other Joint Filer: 

Page 2 of 2 
RWE Aktiengesellschaft 

09/16/01 

Thames Water Aqua Holdings GmbH 
Opernplatz 1, D-45128 
Essen, GERMANY 

Signature of Reporting Person 

/ s /  Dr. Richard R. Klein * _ _ _ _ _ _ _ _ _ _ _ - - - _ _ _ - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Name: Dr. Richard R. Klein 
Title: Managing Director 

/ s /  Dr. Klaus Sturany 
I, - _ _ _ - - _ _ _ _ _ - - - _ - - -  - -  - - - - - - - _ _ _ _ - - _  
Name: Dr. Klaus Sturany 
Title: Managing Director 

September 25, 2001 
- - - - - - - _ _ _ - - - _ _ _ _ - _ _ _ _ _  

Date 

* 

Page 3 8 
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EDGAR@ is a federally registered trademark o f  the US. Securities and Exchange Commission (SEC). EDGAR Otrline is not affiliated with or 
approved by the U.S. Securities and Exchange Comniission. EDGAR Online is a product of EDGAR Onlitre, Inc.  

@EDGAR Online, ~ M C .  makes no claims concerning the validity of the information provided by E D G A R  Online and will not be held liable for any 
use of this information. The infomiation ("Information") provided herein may be displayed and printed for your personal, non-commercial use 
unly. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast or circulate the Information to anyone, without the 
express written consent o f E D G A R  Online, INC. i 

D Copjrighf 1995-2001 EDGAR Online, Inc. A l l  rights reserved 
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Washington, D.C. 20549 
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STATEMENT OF CHANGES IN BENEFICIAL OWNERSHIP 

* Filed pursuant to Section 16(a) of the Securities Exchange Act of 1934, 
Section 17(a) of the Public Utility Holding Company Act of 1935 or 

Section 30(f) of the Investment Company Act of 1940 

(Last) (First) (Middle) 
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Issuer Name and Ticker or Trading Symbol 

I * 2 -  

AMERICAN WATER WORKS COMPANY, INC. (NYSE: AWK) 
_ - _ _ _ _ _ - - _ _ _ _ _ - _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
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Title of Security * (Instr. 3) 
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1. 
Title of a Derivative 
Security 
(Instr. 3 )  

2. 
Conver - 
s ion 
or 
Exer - 
cise 
Price 
of 
Deriv- 
ative 
Secur- 
ity 
- - - - - - - - 

3. 
Trans - . 
action 
Date 
(Month/ 

Year) 
Day/ 

4. 
Trans - 
action 
Code 
(Instr. 
8) 

6. 
Date 
Exercisable and 
Expiration Date 
(Month/Day/Year) 

Date Exp i ra - 
Exer- tion 
cisable Date 

_ _ _ - - - - _ _ - - - - - _ _  

7. 
Title and Amount 
of Underlying 
Securities 
(Instr. 3 and 4) 
- - - - - - - - - _ _ _ _ _ _ _  

Amount 
or 
Number 
of 
Shares 
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Explanation of Responses: 

(1) Thames Water Aqua Holdings GmbH (lrParentT1) and the stockholders of 
* 

American Water Works Company, Inc. (I'AWWV1) that are parties thereto (the 
"Stockholders") entered into a Voting Agreement dated as of September 16, 
2001 (the "Voting Agreement"). The Stockholders were required to enter 

* into the Voting Agreement in order to induce Parent to enter into the 
Agreement and Plan of Merger dated as of September 16, 2001, among RWE 
Aktiengesellschaft ('IRWE") , Parent, Apollo Acquisition Company (llSub") 
and AWW providing for the merger of Sub with and into AWW, with AWW 
surviving the Merger as a wholly owned subsidiary of Parent. Parent and 
the stockholders of AWW that are parties thereto (the "Additional 
Stockholders") entered into a Joinder Agreement dated as of November 6, 
2001 whereby the Additional Stockholders have agreed to be bound by all 
the provisions of the Voting Agreement, as Stockholders thereunder. By 
virtue of the Voting Agreement, Parent may be deemed a beneficial owner 
pursuant to Section 13(d) of the Securities Exchange Act of 1934, as 
amended (the 9rActrf), of the 25,989,476 shares of Common Stock subject to 
the Voting Agreement as of November 6, 2001. By virtue of Parent being a 
wholly-owned subsidiary of RWE Aktiengesellschaft (llRWEll), RWE may be 
deemed a beneficial owner pursuant to Section 13(d) of the Act of any 
shares Parent may be deemed to beneficially own. Pursuant to Rule 
16a-l(a) (4) under the Act, RWE and Parent hereby state that this 
Statement of Changes in Beneficial Ownership on Form 4 shall not be 
deemed an admission that either RWE or Parent is, for purposes of Section 
16 of the Act or otherwise, the beneficial owner of any equity securities 
of American Water Works Company, Inc. Neither RWE nor Parent has any 
pecuniary interest in such shares of Common Stock. 

* 
I 

l e  

l * *  Intentional misstatments or omissions of facts constitute Federal 
Criminal Violations. See 18 U.S.C. 1001 and 15 U.S.C. 78ff(a). 

I Note: File three copies of this Form, one of which must be manually signed. If 
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space is insufficient, see Instruction 6 for procedure. 

Potential persons who are to respond to the collection of information 
contained in this form are not required to respond unless the form displays a 1 1 currently valid OMB Number. 

8 
By / s /  Dr. Georg Muller 11/12/2001 

- - - _ _ _ _ _ - - - _ _ _ _ _ _ _ _ - _ - - - - - - - - - - - - - - - _  _ _ _ _ _ _ _ _ _ _ _ _ _ - - - _ _ _ - _ _ _ _ _  
Name: Dr. Georg Muller Date 
Title: General Counsel 
**Signature of Reporting Person * 

By / s /  Dr. Heinz-Jurgen Telkamp 
- - - _ _ _ - _ _ - - - - _ _ _ - _ - - - - _ - - - - - - - - - - - - - -  

Name: Dr. Heinz-Jurgen Telkamp 
Title: Vice President Accounting 
**Signature of Reporting Person * 

Page 2 of 3 

JOINT FILER INFORMATION 
_ - - - _ _ - - - - _ _ _ - _ - _ - _ _ _ _ _  

Title of Security: 

Issuer Name and Ticker Symbol: 
I, 

Designated Filer: 

Date of Event Requiring Statement: 

Other Joint Filer: 

r)  

0 
Signature of Reporting Person 

/ s /  Dr. Richard R. Klein 

* Name: Dr. Richard R.  Klein 
Title: Managing Director 

_ _ _ _ _ _ - - _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

/ s /  Dr. Klaus Sturany 

Name: Dr. Klaus Sturany 
Title: Managing Director 

* - _ - - _ - - _ _ - _ _ - _ _ - - _ _ _ - - - - _ - - - - - -  

Common Stock, par value $1.25 per share 

American Water Works Company, Inc. 
(NYSE: AWK) 

RWE Aktiengesellschaft 

11/06/01 

Thames Water Aqua Holdings GmbH 
Opernplatz 1, D-45128 
Essen, GERMANY 

11/12/2001 
- - - - _ _ - _ _ _  
Date 

11/12/2001 
- - - - - _ _ - - _  
Date 

Page 4 of 2 
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SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM a-A 

Amendment No. 2 

For Registration of Certain Classes of Securities 
Pursuant to Section 12(b) or (9) of the 

Securities Exchange Act of 1934 

* 

American Water works Company, Inc. 

(Exact name of registrant as specified in its charter) 
_ _ _ - - - _ _ _ _ _ _ _ _ _ _ _ _ _ - _ - - - - - - - - - - - - _ - - -  

Delaware 51-0063696 
- - - _ _ - - - - - - _ - - - - - _ _ - - - - - - - - - - -  - - - - - - - _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

(State of incorporation or organization) (I.R.S. Employer Identification No.) 

1025 Laurel Oak Road, P . O .  Box 1770, 
Voorhees, NJ 

(Address of principal executive offices) 
_ - _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Securities to be registered pursuant to Section 12(b) of the Act: 

Title of each class 
to be so registered 

Common Stock Purchase Rights 
_ _ - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Name of each exchange on which 
each class to be registered 

New York Stock Exchange 
- - _ - _ _ _ _ - _ _ - _ _ _ - _ _ _ _ _ _ _  

If this Form relates to the registration of a class of securities 
pursuant to Section 12(b) of the Exchange Act and is effective 

pursuant to General Instruction A.(c), check the following box. [XI  

If this Form relates to the registration of a class of securities 
pursuant to Section 12(g) of the Exchange Act and is effective 

pursuant to General Instruction A.(d), check the following box. [ ] 

Securities Act registration statement file number to which this 
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form relates: (if applicable) 

Securities to be registered pursuant to Section 12(g) of the Act: None 

Item 1. Description of Registrant's Securities to be Registered. 

On September 16, 2001, American Water Works Company, Inc., a 
Delaware corporation (the "Company"), executed Amendment No. 2 (the 
"Rights Amendment") to the Rights Agreement dated as of February 18, 
1999, as amended as of June 1, 2000 (the "Rights Agreement"), 
between the Company and Fleet National Bank (formerly known as 
BankBoston N.A.), a national banking association, as Rights Agent 
(the !'Rights Agent"). The Rights Amendment provides that the 
execution, delivery and performance of the Agreement and Plan of 
Merger (the "Merger Agreement"), dated as of September 16, 2001, by 
and among the Company, RWE Aktiengesellschaft, a company organized 
under the laws of the Federal Republic of Germany (IfRWEI1), Thames 
Water Aqua Holdings GmbH, a company organized under the laws of the 
Federal Republic of Germany ("Thames"), and Apollo Acquisition 
Company, a Delaware corporation ("Subt1), will not cause RWE, Thames, 
Sub or any of their affiliates or associates to become an "Acquiring 
Person" (as defined in the Rights Agreement) nor give rise to a 
"Distribution Date, '' "Shares Acquisition Date" or "Triggering Event" 
(as each such term is defined in the Rights Agreement). 

The Rights Amendment is attached as Exhibit 4.3 hereto and is 
incorporated by reference herein, and the foregoing description of 
the Rights Amendment is qualified in its entirety by reference to 
the Rights Amendment. 

Item 2. Exhibits. 

4.1 Rights Agreement, dated as of February 18, 1999, by and 
between American Water Works Company, Inc. and BankBoston 
N.A. (Incorporated by reference to the Company's 
Registration Statement on Form 8-A filed with the Securities 
and Exchange Commission on March 1, 1999). 

Page 2 of 7 
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4.2 First Amendment to the Rights Agreement, dated June 1, 2000 
(Incorporated by reference to the Company's Amendment No. 1 
to the Registration Statement on Form 8-A filed with the 
Securities and Exchange Commission on June 1, 2000). 

4.3 Second Amendment to the Rights Agreement, dated as of 
September 16, 2001. 

2 
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SIGNATURE 

Page 3 of 7 

I *  

* 

Pursuant to the requirements of the Securities Exchange Act of 1934, 
the Registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized. 

* 
Date: September 17, 2001 

* 

4.1 

* 4.2 

4.3 

AMERICAN WATER WORKS COMPANY, INC. 

By: /s/ W. Timothy Pohl 

Name: W. Timothy Pohl 
Title: General Counsel and Secretary 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

3 

EXHIBIT INDEX 

Rights Agreement, dated as of February 18, 1999, by 
and between American Water Works Company, Inc. and 
BankBoston N.A. (Incorporated by reference to the 
Company's Registration Statement on Form 8-A filed 
with the Securities and Exchange Commission on 
March 1, 1999). 

First Amendment to the Rights Agreement, dated June 1, 2000 
(Incorporated by reference to the Company's Amendment No. 1 
to the Registration Statement on Form 8-A filed with the 
Securities and Exchange Commission on June 1, 2000). 

Second Amendment to the Rights Agreement, dated as of 
September 16, 2001. 

4 

* 
SECOND AMENDMENT TO THE 

RIGHTS AGREEMENT 

Exhibit 4.3 

THIS SECOND AMENDMENT TO THE RIGHTS AGREEMENT ( his Vmendmentii), 
dated as of September 16, 2001, is made by and between American Water Works 
Company, Inc., a Delaware corporation (the "Company"), and Fleet National Bank 
(formerly known as BankBoston N.A.), a national banking association, as Rights 
Agent (the "Rights Agent"). The Company and the Rights Agent may be 
individually referred to herein as a llPartyii and, collectively, as the 

* 
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Background 

I) A. The Parties entered into a Rights Agreement, dated as of February 
'18, 1999, as amended by the First Amendment to the Rights Agreement, dated as 
of June 1, 2000 (the llAgreementr'). Capitalized terms not otherwise defined 
herein shall have the meaning ascribed to such terms in the Agreement. 

B. The Company, RWE Aktiengesellschaft, a company organized under 
the laws of the Federal Republic of Germany (llGuarantorll), Thames Water Aqua 
Holdings GmbH, a company organized under the laws of the Federal Republic of 
Germany and a wholly owned subsidiary of Guarantor (t3Parentgr), and Apollo 
Acquisition Company, a Delaware corporation and a wholly owned subsidiary of 
Parent ("Sub11), are entering into an Agreement and Plan of Merger, dated as of 
the date hereof (as amended or supplemented from time to time, the "Merger 
Agreement"), pursuant to which Sub shall be merged with and into the Company 
with the Company surviving the merger. 

* 

* 
C. Parent and certain stockholders of the Company, in connection 

with the Merger Agreement are entering into that certain Voting Agreement, 
dated as of the date hereof (as amended or supplemented from time to time, the 
"Voting Agreement") . 

D. The Board of Directors of the Company has determined that an 
amendment to the Rights Agreement as set forth herein is advisable and in the 
best interests of the Company and its stockholders. 

E. Pursuant to Section 27 of the Agreement, the Company has directed 
the Rights Agent to join this Amendment. IC 

Terms 

In consideration of the mutual covenants contained herein and in the 
Agreement and intending to be legally bound hereby, the Parties agree as 
follow: 

1. Amendment of Section l(a). The definition of "Acquiring Person" 
in Section l(a) of the Agreement is hereby amended by adding the following at 
the end thereof: 

* 

* 

* 

"(D) none of RWE Aktiengesellschaft, a company organized under 
the laws of the Federal Republic of Germany ("GuarantorI1), Thames 
Water Aqua Holdings GmbH, a company organized under the laws of the 
Federal Republic of Germany and a wholly owned subsidiary of 
Guarantor and Apollo Acquisition Company, a Delaware corporation, 
and a wholly owned subsidiary of Parent ("Sub" and collectively with 
Guarantor and Parent, l'Acquiror'') nor any of their respective 
Affiliates or Associates shall be deemed to be an Acquiring Person 
solely by reason of the approval, execution, delivery and 
performance of the Agreement and Plan of Merger, dated as of 
September 16, 2001, by and among the Company, Guarantor, Parent and 
Sub (as amended or supplemented from time to time, the "Merger 
Agreement"), or the Voting Agreement, dated as of September 16, 2001 
by and among Parent and certain stockholders of the Company party 
thereto as of such date and the Willard M. Ware Q-Tip Trust and the 
Willard M. Ware Residual Trust at such time as they may become 
parties thereto (the "Voting Agreement") or the consummation of any 

e 
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other transaction to be effected thereby (including any acquisition 
of Company Common Stock contemplated by Section 4.03(b) of the 
Merger Agreement) . 

* 

* 

9 

2. Amendment to Section l(p). The definition of "Shares Acquisition 
Date" in Section l(p) of the Agreement is amended by inserting the following 
sentence at the end thereof: 

"Notwithstanding anything in this Agreement to the contrary, a 
Shares Acquisition Date shall not be deemed to have occurred solely 
as the result of the public announcement, approval, execution, 
delivery and performance of the Merger Agreement or the Voting 
Agreement or the consummation of any other transaction to be 
effected thereby (including any acquisition of Company Common Stock 
contemplated by Section 4.03(b) of the Merger Agreement).11 

3. Amendment to Section l(r). The definition of "Triggering Event" 
in Section l(r) of the Agreement is hereby deleted in its entirety and 
replaced with the following: 

"(r) "Triggering Event" shall mean any Section ll(a) (ii) Event 
or Section 13 Event, provided that none of the approval, execution, 
delivery and performance of the Merger Agreement or the Voting 
Agreement or the consummation of any other transaction to be 
effected thereby (including any acquisition of Company Common Stock 
contemplated by Section 4.03(b) of the Merger Agreement) shall be 
deemed to be a Triggering Event." 

4. Amendment to Section 3(a). Section 3(a) of the Agreement is 
hereby amended by inserting the following sentence immediately after the last 
sentence thereof: 

2 

"Notwithstanding anything in this Agreement to the contrary, a 
Distribution Date shall not be deemed to have occurred solely by 
reason of the approval, execution, delivery and performance of the 
Merger Agreement or the Voting Agreement or the consummation of any 
other transaction to be effected thereby (including any acquisition 
of Company Common Stock contemplated by Section 4.03(b) of the 
Merger Agreement) . 

5. Amendment to Section ll(a) (ii) . Section ll(a) (ii) of the 
Agreement is hereby amended by adding the following sentence at the end 
thereof: 

I1Notwithstanding anything in this Agreement to the contrary, none of 
the approval, execution, delivery and performance of the Merger 
Agreement or the Voting Agreement or the consummation of  any other 
transaction to be effected thereby (including any acquisition of 
Company Common Stock contemplated by Section 4.03(b) of the Merger 
Agreement) shall cause the Rights to be adjusted or become 
exercisable in accordance with this Section ll(a) (ii) .I1 

6. Amendment to Section 13. The following Section 13(d) is hereby I *  added after Section (c): 

"(d) Notwithstanding anything contained in this Agreement to 
the contrary, in no event shall the provisions of this Section 

I l~ttp:/lw~~~w.edgar-online.con~/auth/edgardoc/Docmain.pl?doc=A%2D3 1 88 19%2D0000893751.. . 3/14/02 
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I *  

* 

13 apply to the approval, execution, delivery and performance 
of the Merger Agreement or the Voting Agreement or the 
consummation of any other transaction to be effected thereby 
(including any acquisition of Company Common Stock contemplated 
by Section 4.03 (b) of the Merger Agreement) . I 1  

7. Additional Amendment. The following Section 35 is hereby added 
after Section 3 4 :  

“Section 35. Notwithstanding anything contained in this 
Agreement to the contrary, this Agreement and the Rights shall 
terminate and be of no further force and effect immediately 
prior to the Effective Time (as defined in the Merger 
Agreement) . 

8. Other Provisions Unaffected. This Amendment shall be deemed to be 
in full force and effect immediately prior to the execution and delivery 
of the Merger Agreement and the Voting Agreement. Except as expressly 
modified herein, all arrangements, agreements, terms, conditions and 
provisions of the Agreement remain in full force and effect, and this 
Amendment and the Agreement, as hereby modified, shall constitute one and 
the same instrument. 

9. Miscellaneous. 
3 

a. Counterparts. This Amendment may be executed in any number of 
counterparts and each of such counterparts shall for all purposes be deemed to 
be an original, and all such counterparts shall together constitute but one 
and the same instrument. 

e 

* 

I. 

b. Governing Law. This Amendment, the Agreement, each Right and each 
Right Certificate issued hereunder or thereunder shall be deemed to be a 
contract made under the laws of the State of Delaware and for all purposes 
shall be governed by and construed and in accordance with the laws of such 
State applicable to contracts to be made and performed entirely within such 
State. 

c. Further Assurances. Each Party shall cooperate and take such 
action as may be reasonably requested by another Party in order to carry out 
the provisions and purposes of this Amendment, the Agreement, generally, and 
the transactions contemplated hereunder and/or thereunder. 

d. Descriptive Headings. Descriptive headings of the several 
Sections of this Amendment and the Agreement are inserted for convenience only 
and shall not control or affect the meaning or construction of any of the 
provisions hereof or thereof. 

e. Entire Agreement. This Amendment and the Agreement, and all of 
the provisions hereof and /or thereof, shall be binding upon and inure to the 
benefit of the Parties and their respective successors and permitted assigns 
and executors, administrators and heirs. This Amendment, together with the 
Agreement, sets forth the entire agreement and understanding among the Parties 
as to the subject matter hereof and merges with and supercedes all prior 
discussions and understandings of any and every nature among them. 

IN WITNESS WHEREOF, the Parties have executed this Second Amendment 
to the Rights Agreement as the date first set forth above. 

http://www.edgar-o1iline.com/auth/edgardoc/Docmain.pl?doc=A%2D3 188 19%21)000089375(. . . 311 4/02 @ 
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Attest : 

By : / s /  W. Timothy Pohl 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - _ - - -  
Name: W. Timothy Pohl 
Title: General Counsel 

and Secretary 

Attest: 

By : / 5 /  Erika Illingworth 

4 

AMERICAN WATER WORKS COMPANY, I N C .  

By: / s /  J. James Barr 

Name: J. James Barr 
Title: President and Chief 

_ _ _ - _ _ _ _ _ - _ - _ _ _ - - _ _ - - - - - - - _ - - - - -  

Executive Officer 

FLEET NATIONAL BANK 

By: / s /  Joshua P. McGinn 

Name: Joshua P. McGinn 
Title: Senior Account Manager 

_ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - _ - - - -  

EDGAR@ is a federally registered trademark of the U.S. Securities and Exchange Comniission (SEC). EDGAR Online is not affiliated with or  
approved by the U.S. Securities and Exchange Commission. EDGAR Online is a product o f E D G A R  Online, Inc. 

EDGAR OnIDre, Inc.  niahes no claiiiis concerning the validity of the information provided by EDGAR Online and will not be  held liable for any 
use of this iniorniatioii. The information ("lnforiiiation") provided lierein may be displayed and printed for your personal, non-comniercial use 
only. You may not reproduce, retransmit, distribute, disseminate, sell, publish, broadcast o r  circulate the Information to anyone, without the 
exprcss u ritteii coiiseiit of E D G A R  Online, Inc. 
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